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A Financial Notebook 





Standing Firm 
THE Government continues to show 
determination to follow through the 
logic of its drastic monetary meas- 
ures. ‘‘ Refusing to finance infla- 
tion’”’ has been given a practical 
meaning. In the economic debate 
at the end of October the Chancellor 
defined the Government’s attitude 
to the key case of the Transport 
Commission. The Commission has 
been informed that the Exchequer 
contribution for 1958 will not exceed 
the deficit in 1957, and that the con- 
tribution for 1959 will be cut in 
accordance with the long-term plan. 
If costs, including wage costs, go 
up, activity will have to be reduced. 
This doctrine, moreover, has been 
applied to the Government’s own 
sphere, the civil service. This is the 
right and liberal attitude, involving 
no improper “interference ”’ with 
the course of wage negotiation but 
simply refusing to have recourse to 
the Government’s ability—which has 
nothing to do with its function as an 
employer—to create more money. 
Early last month the Minister of 
Health caused an outcry by reject- 
ing an award to health service work- 
ers made by a Whitley Council—on 
which, however, the Government 
was not directly represented. Minis- 
ters have also brought wrath on 
their heads for their suggestion that 
members of arbitration or negotiating 
councils should not exclude from 
their considerations the economic 
circumstances of the country. Late 


last month the London ‘Transport 
Executive rejected, without a counter- 
offer, the wage claim made by the 
London busmen. The test has still 
to come, but the Government has 
given the right lead. It is now for 
public opinion to follow. 


Market Paradox ? 


In their market tactics, too, the 
authorities have been firm. Con- 
siderable sales of stock on the gilt- 
edged market have been achieved, 
exerting a damping force on prices; 
and while increased competition for 
Treasury bills at the high rate of 
6 19/32 per cent prompted a fall of 
4 per cent in the rate, the Bank of 
England seems anxious to discourage 
any further significant decline. 

Despite these continued mani- 
festations of toughness, and the con- 
tinued uncertainty of Wall Street 
after the cut in the Federal Reserve 
discount rate, the industrial market 
in London has staged a notable rally. 
A fortnight after dipping to 159.0, 
the lowest point for three years, the 
Financial Times industrial index 
reached 172.4 on November 20— 
still 20 points below its level on 
September 18. The market was 
cheered by the strong advance of 
sterling, and also by some signs that 
major industrial dislocation might 
after all be avoided. But a firm 
wage stand would itself bring further 
pressure on profits, by tightening 
purchasing power—and the market 
has already seen how profits have 
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suffered from the restrictive measures 
before 7 per cent. 


Seven per cent 
Vindicated 


The recovery of sterling and the 
reflux of exchange to the reserves 
gathered strength in November, not- 
ably just after the middle of the 
month as commitments opened up 
at the beginning of the speculative 
attack three months earlier were 
being covered. ‘The forward dis- 
count on London against New York 
has actually fallen below the level 
covering the differential in money 
rates between the two centres. The 
spot rate on the US dollar, which 
re-crossed the parity of $2.80 early 
in the month, has risen to $2.80 11/16, 
and the movement has been limited 
by considerable recouping of ex- 
change by the authorities. ‘T'rans- 
ferable sterling has touched $2.79, for 
the first time since the summer of 
1954; demand has been swollen by 
substantial Soviet sales of gold, but 
the main influence has been the 
closing of. short positions. The 
British authorities have succeeded 
in persuading the world that they 
are in earnest. Against this, the 
poor October returns of Britain’s 
overseas shipments have made little 
impact; these figures are notoriously 
unreliable as an indication of current 
payments. 

The gold figures for October were 
satisfactory, though they plainly re- 
flected no more than the initial reflux 
of the lost funds. The reserves rose 
by $243 millions in the month. 
Allowing for the drawing of $250 
millions on the credit with the 
Export-Import Bank, and on the 
other side for the payment of $130 
millions to the European Payments 
Union in gold settlement of the 
September deficit, there was a re- 
sidual surplus of $123 millions; in 
addition, there was a surplus with 


EPU for the month of £8? millions, 
and counting in the $18 millions in 
gold settlement, the true dollar 
surplus for October was $141 mil- 
lions—the best since the spring of 
1954. This follows the deficits attri- 
butable to August and September of 
around $300 millions in each month, 
making no adjustment for the large 
special German deposits. 


‘¢ Leak ”’ Inquiry After All 


An intimation by a Labour mem- 
ber in the House of Commons that 
Mr Oliver Poole, deputy chairman 
of the Conservative Party, was 
among those called to meet the 
Chancellor of the Exchequer on the 
day before the increase in Bank rate, 
and reference to his “vast city 
interests ’’, led the Government, on 
representations from Mr Poole, to 
rescind its earlier decision against a 
judicial inquiry. ‘The chairman of 
the tribunal is Lord Justice Parker, 
and his fellow members are Mr E. M. 
Holland, QC, and Mr G. Veale, 
QC. They will inquire 

whether there is any justification for 

allegations that information about the 

raising of the Bank rate was im- 

properly disclosed to any person and 

whether, if there was such a dis- 

closure, any use was made of such 

information for purposes of private 
, gain. 
The hearings will be in public, as 
normally required by the Tribunals 
of Inquiry (Evidence) Act, 1921. 
Sir Reginald Manningham-Buller, 
the Attorney-General, and counsel 
acting with him, will call witnesses 
and present evidence for record by 
the Treasury solicitor. Hearings 
begin early this month. 

To provide the tribunal with the 
evidence it may require, the council 
of the Stock Exchange has asked 
jobbers in the gilt-edged market for 
details of all transactions over £5,000 
during the whole of Wednesday, 
September 18, and up to the time 
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of the Bank rate announcement on 
the Thursday. ‘This information 
could be followed back to the 
brokers, and from them to their 
clients. ‘To provide a background 
for the tribunal to judge whether 
the dealings were excessive, jobbers 
have also been asked to give aggre- 
gate figures of the volume of dealings 
for a longer period before and after 
the Bank rate change, and in the 
periods immediately before past 
changes. 


Switch to Deposit Accounts 


‘The two most striking features of 
the clearing banks’ statements for 
October—which covered almost ex- 
actly the four weeks following the 
increase in Bank rate-—are a fall of 
£32.6 millions in advances and a 
rise of £124.0 millions, fully 5 per 
cent, in deposit accounts. ‘This was 
matched by a fall in current accounts 
of {23.6 millions, despite an increase 


Oct 16, Change on 
1957 Month Year 
{mn {mn {mn 
Deposits... 6530.1 100.3 153.9 
“Net”? Dep* 6239.2 65.1 124.1 


Liquid “tT 
Assets 2364.1] (36.2) 85.7 1.J 
Cash .. 530.6 (8.1) 4.5 20.3 
Call Money 426.6 (6.5) 3.0 17.6 
Treas Bills 1250.4 (79.7) 91.3 95.7 
Other Bills 156.5 (2.4) 1.8 56.8 
“ec Risk 9° 
Assets 3951.7 (60.5) 22.1 122.0 
Investments 2030.0 (37.7) 10.4 62.7 
Advances... 1921.7 (29.4) 32.6 59.4 
State Bds 63.5 IS.4 18.7 
All other 1858.2 1.0 78.0 


* Excluding items in course of collection. 
+t Ratio of assets to published deposits. 


of £35.2 millions in balances in course 
of collection. This switch, clearly 
prompted by the attraction of de- 
posit accounts at 5 per cent, is in 
sharp contrast with experience after 
the increases in Bank rate in the 
two preceding years, and especially 
that of 1955, when any such move- 
ments were swamped by the large 


switches out of deposit accounts into 
Treasury bills. A steady rise in 
deposit accounts has been noticeable 
for eighteen months or so; since 
March, 1956, when the ‘Treasury 
bill rate turned downward, deposit 
accounts have risen by £354 mil- 
lions and current accounts by only 
£90 millions. 

The rise of £65.1 millions in net 
deposits in October was smaller than 
the movement a year before, but 
the seasonally corrected index of 
Lloyds Bank moved up one decimal 
point. Liquid assets rose by {85.7 
millions, following their net decline 
in the two previous months of ex- 
change pressure; and on average the 
liquidity ratio rose from 35.4 to 
36.2 per cent—compared with 37.1 
per cent a year before, but 33.8 per 
cent in October, 1955. Only one 
bank, Barclays, made a significant 
net purchase of investments, by 
£10.1 millions. 


Advances Fall Steeply 

The reduction in advances was 
the more impressive as the state 
boards increased their borrowings 
by £18.4 millions—apparently re- 
flecting simply the accident of timing 
of the board’s monthly drawings 
from the Exchequer. Special in- 
fluences appear to have played their 
part in the reduction of £51 millions 
to other borrowers; in particular, 
the financial corporations are be- 
lieved to have made substantial 
repayments. ‘Total advances had 
thus been reduced by £70 millions 
since July (though they were still £78 
millions up on the year). At £1,922 
millions they stood £203 millions 
below the average in the twelve 
months to August, 1956, the limit 
to which the banks have agreed to 
try to work this year. ‘The task is 
still likely to be difficult, as the 
period of strong seasonal demands 
lies ahead. But one helpful influence, 
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already apparent, is the decline in 
commodity prices, which reduces the 
cost of financing stocks. 

One technical obscurity about the 
limitation on advances set by the 
Chancellor has now been cleared up. 
Mr Thorneycroft stated in a written 
Parliamentary answer that the ex- 
emption for export credits is to be 
limited to medium-term advances 
guaranteed by the Export Credits 
Guarantee Department; these are to 
be excluded from the reckoning. 


A Lesson in Banking 


On the last day of October the 
news headlines in Britain proclaimed 
the suspension of withdrawals by a 
bank—the first since the failure of 
Farrow’s Bank in 1920. The insti- 
tution concerned was the Ideal Bank, 
of Birmingham, with 9,000 deposi- 
tors holding savings accounts of just 
over {1 million. The bank was not 
a Trustee Savings Bank; it was 
founded in 1896 in conjunction with 
a friendly society, and until the 1939 
Act was itself registered as such. 

Its troubles arose from neglect of 
banking principles. The liquid 
assets of the Ideal Bank at March 31 
consisted of just £11,040 of cash—a 
ratio to deposits of 1 per cent. The 
directors emphasized that over 90 per 
cent of funds were invested in 
Trustee stocks; but they were at 
the wrong end of the Trustee list. 
Besides a few irredeemables, the 
portfolio comprised mainly Savings 
Bonds 1965-75 and ‘Transport Stock 
1978-88. It was small wonder that 
market value—even at March 31— 
showed a depreciation of 26 per cent. 

Mismanagement had proceeded so 
far that the only remedy was a com- 
plete take-over. ‘This rescue opera- 
tion is being undertaken by Barclays 
Bank, which held the account of the 
Ideal. Barclays has accepted respon- 
sibility for the payment of principal 
and accrued interest of amounts due 





to depositors of the Ideal Bank; it 
is expected that withdrawals will be 


possible by the new year, and 
assistance in cases of hardship is 
already being given. ‘There are no 
branches and no staff—business was 
transacted entirely through the Ideal 
Benefit Society. 

Apart from the embarrassing addi- 
tion to Barclays’ investment port- 
folio, this sorry business should 
therefore involve no significant hard- 
ship or losses. But it has probably 
served to emphasize, more than any 
exhortation could have done, that 
orthodox banking principles are not 
out-dated relics from dusty text- 
books. ‘The public may be more 
discriminating in entrusting its de- 
posits to the small financial institu- 
tions—predominantly hire-purchase 
finance companies and_ building 
societies; managements may become 
more concerned to act with caution 
and display the resulting security. 


Advice for Nigeria 


The report of Mr J. B. Loynes of 
the Bank of England on the estab- 
lishment of a central bank in Nigeria 
applies, clearly and judiciously, the 
universal principles of sound central 
banking to the particular conditions 
of Nigeria, due for independence 
‘shortly. Those conditions—a federal 
constitution, dependence on two or 
three major commodities largely sold 
abroad at sharply fluctuating prices, 
a marked seasonal concentration 
of crops, the absence of domestic 
money and capital markets and the 
strong ties of the commercial banks 
with London—are unusual, though 
by no means unique; the merit of 
Mr Loynes’s report is that it takes 
account of their existence at every 
point of its argument. 

Above all Mr Loynes recognizes 
that the present currency board may 
be too restrictive for a developing 
country, though he adds that the 
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operations of the commercial banks 
and commodity marketing boards 
have made the present monetary 
system far less rigid in practice than 
it appears in theory. ‘The primary 
aim of the establishment of a central 
bank is to introduce more elasticity 
into Nigeria’s currency and credit, 
and in particular to break any rigid 
links between export earnings and 
the internal currency circulation. 
Elasticity, however, can _ easily 
open the door to inflation, and the 
first task of the new central bank 
must be to provide a currency that 
will continue to inspire confidence. 
Mr Loynes therefore gives a strong 
warning of the dangers of an ex- 
cessive reduction in the sterling 
backing: “Any introduction of a 
fiduciary issue in Nigeria must be 
gradual and cautious and in any 
event a minimum holding of sterling 
ought to be laid down by law”’. 
The draft statutes suggest a direct 
limit, falling after five years to a 
flat 40 per cent sterling reserve 
against all demand liabilities includ- 
ing currency. ‘The present practice 
of the commercial banks to hold 


London balances equal to at least 
40 per cent of deposits should also 
be changed only gradually; and the 
report recommends a statutory limit 








to the issue of Nigerian Treasury 
bills. As a final statutory precaution 
against abuse, Mr Loynes stresses 
that the Bank must be “ allowed to 
operate independently and _ objec- 
tively. Above all it must be kept 
above party politics ”’. 

It may be held that the under- 
lying assumption implicit through- 
out Mr Loynes’s report, that Nigeria 
will remain in the sterling area, 
narrows the scope of his findings. 
Certainly the report faithfully reflects 
the Bank of England’s own views 
on what a good sterling Common- 
wealth central bank should be. 
Secession from the sterling area, 
however, is not really a vital issue 
for Nigeria, since the bulk of its 
trade is with other sterling countries. 
And it may justly be retorted that 
this reasoned and helpful report is 
itself an eloquent reminder of not 
the least of the services that the 
sterling area can render its members. 


Scottish Bank Merger 

A merger is_ being planned 
between the Commercial Bank of 
Scotland and the National Bank of 
Scotland; no details of the proposed 
form of the move have been an- 
nounced so far. At their balance- 
sheet dates in autumn last year, the 
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Commercial Bank showed deposits 
of £117.3 millions and the National 
Bank deposits of £106.6 millions. 
An intriguing feature of the proposal 
is that it would mark the first 
financial interest of one of the clear- 
ing banks in the finance of hire 
purchase. Lloyds Bank owns vir- 
tually the whole of the capital of 
the National Bank of Scotland, and 
the Commercial Bank owns two hire- 
purchase companies. 

Amalgamation would be in line 
with the trend towards consolidation 
in Scots banking—by English stan- 
dards the country is considerably 
over-banked—tthough by past experi- 
ence visible results might not appear 
for some time. ‘Thus the Union 
Bank of Scotland was_ formally 
merged with the Bank of Scotland 
only in 1955, three years after the 
acquisition of its shares. ‘The Com- 
mercial Bank of Scotland has at 
present 299 branches or sub-branches 
in 242 towns and cities; the National 
Bank has 200 branches in 141 places. 
Excluding Edinburgh and Glasgow, 
there are 81 places in which both 
banks are represented. 


Mercantile Bank Capital 

The Mercantile Bank of India— 
which is to shorten its name to the 
Mercantile Bank—1is following the 
example of the big clearing banks, 
and proposing to simplify its capital 
structure. The present issued capital 
of the bank is in three classes: 
£750,000 divided equally in “A” 
and “B”’ £5 shares, £2 10s paid up; 
and £720,000 of {1 fully paid “ C ”’ 
shares. The uncalled liability on the 
“A” and “B” shares is to be 
cancelled, and all three classes split 
into 10s units. Finally, a 100 per 
cent scrip issue will raise the nominal 
value of each unit to {1 and the 
paid-in capital to {£2.94 millions. 
The Board foreshadows no change 
in the amount of the dividend. 


Tariff Amendment 


The Import Duties Bill, intro- 
duced last month, makes two main 
proposals, neither of them matters 
of substance. The Bill will enable 
the Treasury to introduce a new 
tariff based on the Brussels nomen- 
clature. This will involve some 
small incidental changes in duties, 
but the main object is to put the 
United Kingdom in line with the 
declared aim of OKEC countries 
to adopt this standard by 1959, 
and to aid negotiations on tariffs in 
preparation for the European free 
trade area. Secondly, an Import 
Duties Board is to be set up. At 
present, the level of protective tariffs 
may be altered by ‘Treasury order 
on the recommendation of the Board 
of Trade, after sufficient notice has 
been given for firms to object, and 
the Bill proposes no change in this 
system. The new board will assist 
the Board of Trade by investigating 
the facts relating to both the 
public’s applications for changes in 
import duties and objections to 
changes. 


fonian Taken Over 

Over 90 per cent of the share- 
holders of the lonian Bank have 
accepted an offer for the entire 
issued capital made by Ballram’s 
Ltd, and the offer thus becomes 
unconditional. ‘The [Ionian has re- 
ceived £635,000 from the Com- 
mercial Bank of Greece for the sale 
of its branches in Greece, and 
£70,000 from the Chartered Bank 
for the Cyprus branches. ‘The 
[onian’s branches in Egypt, it may 
be recalled, have been expropriated 
by the Egyptian Government, leav- 
ing only the London head office. 
Ballram’s, a private company, will 
pay {£12 8s for each of the 120,000 
£5 shares, all fully paid, which 
would involve a_ total outlay of 
£1,488,000. 
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No Backsliding on 
Sterling 


OW that sterling is recovering strongly from the speculative 
attack, debate on the causes of the crisis and lessons for the 
future has come further into the open. The official diagnosis 
and prescription have been attacked root and branch from a 
certain circles, outside party politics, that attribute all the ills to Britain’s rdle in 
the sterling area and its maintenance of sterling as an international currency; 
this, it is alleged, imposes grave and unnecessary burdens on the country’s 
prosperity, and should be abandoned at the first opportunity. At this 
extreme, the arguments of these critics carry little influence: they are as 
old as all forms of little-Englandism. But to-day there are signs that 
vague doubts about fundamental aspects of high sterling policy have spread 
to a wider group; while in the political field Labour spokesmen have pub- 
licly stated that the recent strains could have been met by a tightening 
of exchange control. 

Why, it is being asked in the inevitable search for a scapegoat, does 
Britain’s industry have to labuur under the burden of 7 per cent Bank rate 
and heavy cuts in projects of highly desirable public investment ? Britain’s 
domestic economy is not physically over-strained; and on external account 
it achieves a surplus of over {200 millions a year. This year’s sterling 
crisis—as that of the Suez months—was attributable wholly to the weakness 
in what has been called Britain’s banking position. By maintaining sterling 
aS an international currency, it is said, Britain makes itself unnecessarily 
vulnerable to every disturbing influence, economic or political, in a 
notoriously disturbed world. 

This argument suffers from an unusual! proliferation of half-truths and, 
still: more, from irrelevant truths. The reasoning is virtually never, except 
by the most extreme of its exponents, carried to its conclusion. To change 
the direction of sterling policy—let alone to adopt some of the expedients 
suggested by the iconoclasts—involves very much more than most people 
quickly realize. It is worth spelling out, and recalling what is at stake in 
the present effort to defend sterling by liberal means. 

The fact that sterling is so widely held, and can be freely converted into 
dollars at a very modest discount below the official rate, does make it 
especially vulnerable to disturbances. A banker always tends to be more 
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vulnerable than a trader. But the extent of the dangers inherent in ster- 
ling’s present status has been greatly exaggerated in the recent experience, 
by two distinct influences, one short term, the other dating back to the 
war. The immediate stress was the weakness of world confidence in Britain’s 
domestic economy—above all, in the future purchasing power of sterling. 
This was the underlying cause of the drain of the late summer. It was 
foreshadowed in the comparable fears of domestic investors, seen in the 
demoralization of the gilt-edged market and the outpouring into dollar 
securities through Kuwait. When the French devaluation became the 
sparking point of the rumours of a general exchange adjustment, investors, 
speculators, and thousands of traders saw reason to run from sterling. 

The banking commitments are a source of weakness only if the banker 
himself is judged weak. ‘They do not impose a domestic economic policy 
contrary to domestic and trading interests—would any critic contend that 
continuation of the inflation of prices by the post-war average of 44 per 
cent a year is sustainable by the British economy ?—but they do demand 
that domestic viability shall be, and be seen to be, above suspicion. When 
it is not, the reckoning is very much sharper and swifter than it is, say, 
for France. (Even that, it could be held, is not in all ways a dis- 
advantage.) 

In Britain’s present circumstances, moreover, the sensitivity of sterling to 
signs of domestic weakness is naturally increased further by the short- 
comings in the technical banking strength—the undesirably small ratio of 
quick assets, the official gold and dollar reserves, to the immediate liabilities, 
the sterling balances. This, it must be emphasized, is the continued mani- 
festation of a weakness that was the automatic result of Britain’s war effort. 
At around £3,500 millions, the sterling balances of all overseas countries 
were at end-June no higher than they were at the end of 1947 (making rough 
adjustment for the changes in the official definition). ‘The official holdings 
of gold and dollars, at $2,380 millions, were some $300 millions higher- - 
whilst expressed in sterling, at the respective rates of exchange since and 
before the 1949 devaluation, the ratio to liabilities was notably better, at 
1 : 4 instead of 1 : 63. Thus there has been no net strain from repayment 
of past indebtedness. ‘Temporary strain has not unnaturally been felt 
from this source at times of major suspicion of sterling; but the building 
up of these balances at other times has been a valuable source of strength 
and a buffer to fluctuations in Britain’s foreign payments. 

While their aggregate level has remained roughly the same in the past 
decade, there have been very big changes in the composition of the sterling 
balances. In the first place, the balances of the non-sterling countries 
have been roughly halved, to some £570 millions. The major counter- 
movement has been provided by the colonies, whose balances have risen 
from under £500 millions to £1,300 millions. Among the independent 
members of the sterling area, the very large balances built up by India 
during the war have been very heavily drawn down; but this has been 
offset by accumulations by Australia and other dominions. It is some- 
times said that this switch in ownership is itself an element of future danger; 
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but it is difficult to see why. The colonies, especially as they emerge to 
independence, will certainly wish to draw on some of their London funds 
to finance industrial development: but at the worst they could hardly do so 
faster than India has done in recent years, while, especially if they can be 
confident of the preservation of the value of their London assets, they may 
see the example of India as a pointer to caution. Given the essential con- 
fidence, again, there is every reason to expect the sterling balances of conti- 
nental and other non-sterling countries to be rebuilt from the exiguous 
levels left by the recent crises. Britain still needs to set aside, of course, 
from its current surplus, a reserve ready to meet the demands of the 
colonies or other creditors; indeed, the more this is done, the greater will 
be the additional inflow to the reserves from the return of the very large 
funds lost in the long bear attack. Quite soon, the sterling balance sheet 
could look very different—as it did in 1954 when the words “ sterling 
balances ’’ evoked memories rather than fears, and a number of countries 
were uncomfortably short of sterling. 

There is in any case no alternative to an orthodox approach to the sterling 
liabilities. ‘Those liabilities are to-day a starting-off point for policy, not a 
question at issue. Very few people—though there have been a few - have 
suggested that Britain should break its financial commitment and obligation 
to the territories that it has governed in trust. 

Equally, though this may not be so readily apparent, there is no possi- 
bility of partial retreat from current exchange commitments. The effective 
convertibility of sterling into dollars for all non-residents, it is true, places 
upon sterling much of the strain arising from the dollar difficulties of the 
non-dollar world as a whole-—though again, that strain will be especially 
strong when sterling is weak. It may be unjust that Britain alone should 
shoulder this burden, and in an ideal world the foreign beneficiaries, which 
include every trading country in the world and not least the United States, 
would no doubt be glad to offer a common support of the key currency. 
But such ruminations are irrelevant to the immediate question. This is 
simply: are the burdens inherent in the present system so large that Britain 
would be better served by discarding them ? 

The decision of the exchange authorities to support transferable sterling, 
it should be recalled, was taken as an act of defence—-at the time of the 
raising of Bank rate from 34 to 44 per cent in February, 1955. Previously, 
the discount of around 3 per cent on transferable sterling had been sufficient 
to work havoc with the pattern of the sterling area’s dollar exports, and 
involved grave losses through “‘ commodity shunting” operations. The 
authorities were in effect presented with two alternatives: to limit the dis- 
count to insignificant levels through support of the market, involving effec- 
tive convertibility at near the official rate; or to rescind their 1954 act of 
liberalization by which they extended the transferable account area to all 
non-dollar countries. Correspondingly, any backward move to-day would 
need to embrace a break-up of the transferable account area and a return 
to the early post-war mesh of bilateral accounts, with discounts of varying 
sizes on fifty-seven varieties of sterling. 
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It is difficult to exaggerate the repercussions that would inevitably follow 
from such a step. ‘The transferable account area, linked to the sterling 
area itself, is far and away the most important mechanism maintaining 
reasonable freedom of payments throughout the world. Without trans- 
ferable sterling, the European Payments Union would be what its name 
implies, a clearing house for Europe—instead of, as it is now, in conjunction 
with sterling, a clearing house for payments from Germany to Australia, 
from Japan to Holland, from China to Peru. If Britain rescinded the 
international character of sterling, if it re-instituted bilateral accounts, the 
multilateral basis of the great bulk of world trade built up since the war 
would be destroyed. At one stroke every trading country of the world 
would suffer a drastic diminution in its international liquidity—beside which 
the effect of the recent dip in commodity prices would pale into insignificance. 
In a Schachtian world, the effect on the volume of world trade would be im- 
mediate; and Britain least of all could escape constriction of its own exports. 

Here, then, is seen the underlying and irreplaceable benefit, to Britain 
and the world, of free and strong sterling: few of those who recently have 
been wondering whether it may not be possible to curb those troublesome 
stresses arising from sterling’s international character count among their 
aims a strait-jacket on world trade and a drying-up of world liquidity. 
The ultimate justification of international sterling has always, of course, 
lain in these vast indirect gains rather than in the direct earnings of the 
City, estimates of which have so contemptuously, and loosely, been thrown 
about in recent weeks. ‘Those indirect gains include, moreover, the con- 
siderable aid to exports arising from the City connection: whether as the 
result of accumulated goodwill or mere lethargy and habit, the financial ser- 
vices of the City undoubtedly help the British exporter to keep his markets. 

The link is direct in the provision of finance for exports of capital goods. 
While the rebuilding of Britain’s reserves holds the first claim on the current 
surplus, there may be a case for attempting to limit new commitments of 
long-term external financing. But there should be no disguising the sacrifice 
involved, in long-term support for British exports—not to speak of the 
great political implications of a slowing down of overseas investment. Once 
again, paradoxically, those who urge this most strongly often regard them- 
selves as internationalists with a special leaning to the under-developed 
countries. 

Morally, politically, above all economically, Britain’s future lies in main- 
taining the international connection to the full. For safety, that probably 
requires a current surplus of around £400 millions a year. This has been 
enough to convince some people that an alternative must be found. But 
is the task so forbidding ? Germany managed a current surplus—and this 
excludes speculative leads and lags— of £470 millions in 1956, and this 
year the surplus has been running at no less than £640 millions a year. 
A surplus of £400 millions for Britain, let it be repeated, represents some 
2} per cent of gross national product, and no more than 3 per cent of total 
consumers’ expenditure. ‘That is not an unreasonable price to pay for the 
only kind of trading world in which Britain can prosper. 
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Economic Watershed in 
North America 


HE economy of North America has in recent months been nearing 

the watershed between boom and recession and perhaps approached 

that state demanded some years ago by the member of the US 

Senate who announced that he was against inflation, against 
deflation but in favour of “ flation’’. There is certainly a touch of neutral 
in the unusually mixed character of the evidence provided by business in 
North America.—and late last month the sudden new illness of the 
President added another element of uncertainty. It would be hazardous to 
guess even the direction of the impact this could have on the economy, at 
this especially vulnerable conjuncture. 

Until the middle of last month, the Federal Reserve was still imposing 
active restraint on the commercial banks in its bid to counter the climate 
conducive to price increases. At the same time, the stock markets, 
commodity prices and most of the sensitive indicators of present and future 
levels of industrial activity were pointing downward. In the event the 
Federal Reserve relented; and the reduction from 3} to 3 per cent in its 
discount rates was quickly followed by a cut in the lending rate of the 
official Industrial Development Bank in Canada. ‘The sceptics, including 
some hasty analysts over here, have been quick to see in all this the 
herald of a serious slump; officially it is described as ‘‘ a pause for breath ”’. 

That, certainly, is the view of the Federal Reserve, which has delayed the 
timing of its turn in an attempt to secure, even at some sacrifice in imme- 
diate industrial expansion, an end to America’s creeping inflation. The 
attempt has caused much misgiving in the west; we publish in this issue a 
lucid statement of the critics’ case by M. de Jouvenel. But, in our view, 
it is not for Europe to deny America’s right to preserve a stable currency 

rather, as Britain is now doing, should it emulate the bid. The real 
cause for misgiving was that the American authorities might prove unduly 
slow to counteract a serious downturn. ‘The Fed’s action—discussed further 
on page 808—encourages the view that the balance of official policy is 
broadly right. 

An official stimulus has been judged to be needed because the American 
economy appears recently to have slipped off its long held plateau. Indus- 
trial production dropped two points in October, to 142 (1947-49 = 100), 
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compared with the peak of 147 reached in December last. Slack has been 
most noticeable in the steel industry, where production has for some weeks 
fallen below 80 per cent of capacity. An important influence here has 
been the inability of the motor car industry to regain the buoyancy it has 
lacked since that exhausting productive and sales effort in 1955 when more 
than 7 million cars rolled off the assembly lines. This year production 
will not exceed 6,200,000 and the industry does not expect the 1958 monster 
models, which with their greater lengths and fish-like fins have just been 
introduced to American men and American women, to sell more than 
6,100,000 units. This is a disappointing augury for the steel and the motor 
accessories industries in the United States—but the cloud has some silver 
lining for other countries. This year around 250,000 foreign cars will have 
been imported into the USA—compared with a mere 50,000 in 1955; the 
total is expected to rise to at least 300,000 in 1958. An important influence 
in this upsurge is the marketing by Ford and General Motors of the products 
of their own European subsidiaries. 

The softest spot seen in the American economy is in a future trend 
the prospective decline in capital expenditure by business. ‘This 1s a con- 
traction of the base on which a large part of the current high level of 
activity has been built. In the last three years capital spending by private 
business has risen from $30,000 millions to $39,000 millions, the peak 
figure likely to be attained this year. For 1958, however, the detailed and 
usually accurate estimates made by the McGraw-Hill group suggest that 
there will be a reduction to $36,000 millions. The biggest cuts are those 
planned by the railways, whose capital expenditures next year are likely to 
be 27 per cent below those for 1957. In manufacturing industry, the 
proposed cuts amount to 16 per cent, the biggest reductions being those 
planned for the metal-using industries. Only four of the major industries 
plan to increase their capital expenditures next year: they are electrical 
machinery, electricity and gas utilities, petroleum and transportation other 
than railways. ‘The questionnaires accompanying these estimates revealed 
that firms are cutting their capital expenditures because they have this year 
been operating at appreciably less tharl their capacity—the average ratio of 
operation for manufacturing industry being 82 per cent. 


Mr Martin’s Turn-round 


The influence of dearer money has played its part in this curbing of invest- 
ment programmes from their very high level, as it was intended to do. 
Now that the boom psychology has been checked, the Fed deems it appro- 
priate to change signal. But the cut in the discount rate involved wider 
considerations. For some time past there has been some difference of 
opinion between the Federal Reserve authorities and the US Treasury and 
the Administration on the timing of the let-up in credit policies. The 
Federal Reserve authorities, vocally led by Mr William McChesney Martin, 
the chairman of the board, were saying until a few days before the reduction 
in the New York rate that inflation was still the country’s main concern. 
Mr Martin himself used words of well-nigh masochistic orthodoxy. ‘‘ When 
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there has been waste, extravagance, incompetence and inefficiency in the 
economy ”’, he said, ‘‘ the only way to eliminate this in a free society is to 
have losses from time to time’. He reminded his audience that the United 
States was a loss economy as well as a profit economy and that if business 
men were going to run around and “ wring their hands whenever a few 
clouds appeared in the sky, then we are going to lose a lot of things that 
are important to us’”’. He added that he had “‘ little faith in the Govern- 
ment being smart enough, or wise enough ”’ to prevent the business declines 
that have in the past followed mistakes in judgment. Hence the need for 
the monetary authorities to check excesses. 

At the same conference, President Eisenhower’s special Economic 
Assistant, Mr Gabriel Hauge, dismissed as ‘‘ pure bunk ” the reports that 
the Administration wished to “ create a little depression right now’”’, but 
he stressed the need for “* flexible policies ’—and must have made every one 
of his hearers reach for his umbrella when he repeated the ominously familiar 
reassurance that “ business in the United States is basically strong”. By 
the second halt of November, even the cost-of-living index was no longer 
pointing upward: the index for October was unchanged, following thirteen 
consecutive monthly increases. 


Sputnik—Shadow or Stimulant ? 


What may have finally tilted the scale in money policy was the excite- 
ment that followed the launching of the Russian earth satellites and the 
consequent highly agonizing reappraisal of all kinds of policies in the 
United States. It was significant that in his series of “ pep talks ”’ to the 
nation the President devoted much attention to the state of the economy 
and its reflector in Wall Street. Much has been heard in the United 
States of the argument that even if the free world has allowed itself to be 
outdistanced by Soviet Russia in the field of ballistics, it should not go 
out of its way to add the tremendous defeat on the economic front that would 
be involved in an apparent verification of the Communist thesis that a 
major slump in the capitalist world is unavoidable. There are, therefore, 
overtones of high political and strategic considerations in the recent move 
by the Federal Reserve. At the same time, the Fed would doubtless have 
made the switch on its own accord—and would equally point out the political 
consequences for the free world of a perpetuation of the inflation creep. 

Wall Street, however, does not share the official faith in fine balance. 
The immediate reaction to the fall in the discount rate was one of the 
strongest rebounds ever staged by this highly volatile market. This mood, 
however, did not last long and within a few days profit-taking was beginning 
to take its toll, on the argument that if the action taken by the Reserve 
Banks was designed specifically to stimulate the economy, it could not be 
viewed bullishly but must be an indication of a rather weaker economy and 
gloomier prospect than had generally been surmised. But it can be argued, 
too, that the effect of cheaper money will reinforce other expansionist 


reactions to the sputnik. 
The intense shock has undermined the stern economy mood in Congress, 
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which could have been an obstacle to reflationist measures. President 
Eisenhower quickly announced that the United States would spend a 
great deal more money on rockets and other advanced weapons in an all-out 
drive to meet and to better Russia’s challenge. The immediate effect of 
the appearance ot the sputnik was the decision to lift the ceiling on defence 
spending beyond the level of $38,000 millions which is supposed to be 
held during the current financial year. The exact size of the increase 
has not yet been determined. The President in one of his recent talks 
to the nation suggested that the additional expenditure might be limited 
to $1,000 millions, but confident reactions to this from all defence services 
already suggest that additional spending may be notably higher. Since 
the defence estimates make up more than 63 per cent of the total budget 
of the United States, the search for other economies, of which there has 
already been some talk, is most unlikely to yield counter-balancing cuts 
elsewhere. President Eisenhower had issued warnings of higher taxation 
to meet these additional outlays—but 1958 is a mid-term election year. 
Accordingly, when Congress meets it is likely to be confronted with a 
demand to raise the debt limit above the current S275 billions, which is at 
present setting awkward bounds on the Administration’s cash outlays. 

Certain expansionist influences may therefore mitigate and shorten the 
business decline. It has become apparent that the downward movement of 
primary commodity prices has been halted and in some cases reversed; the 
extremely sensitive Dow Jones index of commodity futures turned upward 
in October. Retail sales were buoyant during the summer months, but 
these were followed by a downward trend which went beyond the normal 
seasonal movement, leading to an accumulation of stocks of finished goods. 
Many observers still believe that the most likely outcome is a moderate 
recession extending well into 1958. 


Mr Nixon’s Clarion Call 


‘The eyes of the world outside the United States, of course, are focused 
especially sharply on the impact of any recession on its dollar balance. ‘This 
year, following five years of dollar surplus, the non-dollar world as a whole 
has been losing gold and dollars to the dollar countries, in spite of record 
sales of dollars by the International Monetary Fund and some exceptional 
borrowing from the Export-Import Bank. ‘The gap would have been much 
wider but for the very high level of United States private investment over- 
seas; and some top-flight authorities in America have recently urged that 
much more should be done in this sphere. A clarion call on these lines 
was made recently by the vice-president, Mr Richard Nixon, at an inter- 
national conference in San Francisco where he outlined a broad American 
foreign economic programme “‘ to arm the free world against the economic 
weapons that have been mounted against us ’’. 

Mr Nixon’s speech has received astonishingly little publicity; it is a pity 
that there was no one in Europe to do for it, in minor key, what Ernest 
Bevin did for General Marshall’s speech at Harvard in 1947—‘ I grabbed 
it with both hands”’. Mr Nixon did not ignore the possible contribution 
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of trade policy; he appealed to the United States Congress to approve the 
Organization for Trade Co-operation designed to take the place of GATT 
and also asked for a five-year extension of the US Trade Agreements pro- 
gramme due to expire next June. But the main emphasis of his proposals 
for closing the dollar gap lay in the stimulation of private American invest- 
ment overseas. This is now running at the record rate of about $4,000 
millions a year. It must, said Mr Nixon, be doubled or trebled within the 
next decade. ‘This would be helped by legislation, giving US investors 
abroad certain fiscal advantages, and Mr Nixon went so far as to suggest 
that the United States might copy the fiscal concessions given in Britain to 
overseas trade corporations. Mr Nixon pointed out that if the United 
States were investing abroad the same proportion of its national income as 
Great Britain invested in 1910, it would be investing not $4,000 millions 
a year but nearly $30,000 millions. Even allowing for the very different 
conditions, this plainly evinces considerable scope for further growth in the 
spread of American capital overseas. 

Easier money and the abatement of demands for domestic investment 
will make some contribution to the stimulation of such external outlays. 
Meanwhile, if the dynamism of the economy can reassert itself, the latent 
protectionism in the United States, which has recently become undesirably 
vocal, may: tend to quieten down again; and a revival of industrial produc- 
tion would tend to pull in a larger flow of imported materials, and to raise 
the prices of primary commodities. 


Canada Feels the Pinch 

In Canada, contractionist forces in the economic prospect appear weightier 
than in the United States. ‘he Canadian economy is less diversified than 
that of its giant neighbour. It is still much more dependent on the prices 
of a few primary commodities, notably base metals, which have led the 
recent fall in world commodity prices. ‘There is an ominous ring about the 
news of a curtailment of operations in the most modern of the aluminium 
plants at Kittimat; Canada’s young oil industry is being hit by temporary 
world over-production; newsprint is in over-supply; and demand for iron-ore 
is declining as a result of the slow-down in the American steel industry. 

Canadian agriculture, in turn, is suffering from the fact that it con- 
stitutes so large a segment of the economy that no Canadian Government 
can hold the rest of the community to ransom, as has been done in the 
United States—and some would say in Britain, too—with the prop of price 
support programmes for farm products. Agricultural producers in Canada 
have to take the world price without the garnishing of subsidies. In recent 
times they have felt the backlash of the efforts made by the Administration 
in the United States to help its own producers through sales of surpluses 
in the rest of the world on exceptionally favourable terms. 

The recession in Canada has been dramatized and probably intensified 
by the excesses of the preceding boom and the inordinate levels to which 
share prices had been pushed. ‘The collapse in the Canadian security 
markets has been more severe than in Wall Street, and the economic climate 
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has been depressed accordingly. As a result, a mood of real anxiety has 
begun to spread over the country. Predictions are being made that the 
number of unemployed this winter may be the highest since the war, and 
one estimate has put the likely seasonal peak at 500,000, which would 
comprise 74 per cent of the total labour force. Extensive lay-offs have taken 
place in mining and in the iron-ore, logging and sawmill industries. The 
breath of recession has begun to blow over the secondary industries of 
Ontario—and this goes some way to explain the frigid nature of the Canadian 
response to the United Kingdom’s proposal for a free trade area with Canada. 

The Canadian economy is not likely to find the solution of its problems 
within itself. ‘The difficulties of its industries are in large part an exag- 
gerated extension of those of the United States. If the United States 
economy revives in 1958 and bounds forward after its ‘‘ pause for breath ”’, 
the Canadian economy will soon follow. Canada, and indeed every Western 
trading nation, peers anxiously on the steel mills of Pittsburgh, on the eapital 
market of New York, on the decision makers of Washington. 





An Artist’s Sketchbook: No. 49 


BRITISH BANKS IN TOWN AND COUNTRY 


National Provincial, Tunbridge Wells 


TUNBRIDGE WELLS bank has once before been featured in this 
A sketchbook, Barclays Bank at the corner of the Pantiles, a Regency 

building suitably adapted. The present subject at the corner of 
the High Street and Mount Sion is a modern building specially designed 
for its purpose. Both, however, admitably suit the prevailing architectural 
styles of the old part of the town, which is Georgian, Regency or early 
Victorian. There is also another interesting bank in the town higher on 
the hill, Lloyds Bank. ‘This, owing to its size and situation, is not easily 
drawn; it is mid-Victorian Gothic of the kind to be seen in Oxford, and 
as such, clearly demonstrates the breakdown of what might have seemed an 
unalterable tradition in Tunbridge Wells architecture. 

After the Great War came the new impulse towards Georgian architecture. 
Needless to say, this neo-Georgian building lacks the conviction and true 
feeling of the eighteenth century examples. It is still being practised, the 
most successful post-1945 example probably being the recently completed 
bank building in Knightsbridge. 

The National Provincial Bank at Tunbridge Wells belongs to the inter- 
war period and is very carefully designed. ‘The bank has three bow windows 
on the High Street front, circular headed above, each with an anthemion 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


or honey-suckle ornament. An interesting feature of the building is that, 
while at its time of erection much imitative work of the eighteenth century 
was based on mid-eighteenth century motifs, this building is inspired by 
the very end of the eighteenth century Greek Revival, which had produced 
the Adam style at one end and St Pancras Church at the other. An Adam 
style frieze runs round above the doors and is echoed in the capitals. All 
this lower part of the building is in white stone, and above where the first 
floor windows begin is a grey cement rendering. The whole of the carved 
stone work is carried out to a very high degree of finish. Up above, as a 
contrast, all is plain. It joins remarkably well with the grey terraced houses 
ot late Regency date which run up the side of Mount Sion. 
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Economic Brinkmanship 
By BERTRAND DE JOUVENEL 


A FONTAINE tells the story of the friendly bear, eager to protect 
his master’s sleep against an indiscreet fly, and who therefore dropped 
a heavy stone, putting an end to the fly but also to the man. The 
same kindly bearishness inspires Mr William McChesney Martin 
chairman of the Federal Reserve Board: his policy, in my eyes, is a danger 
to the economy of the free world, tends to cause economic contraction in 
the industrial countries and financial distress in the primary countries. It 
is especially harmful within the present political context: any Western 
downturn must raise Soviet prestige and any acute economic difficulties 
must make the Communist path more attractive to developing countries. 
[ hasten to say that the international consequences that I foresee as possible 
are by no means certain, but it is enough that they are not improbable to 
make this policy undesirable “ brinkmanship ”’. 

Are the domestic circumstances of the United States such as to justify 
taking this risk ? I think not, and that will be my theme. 

It seems to me that American opinion would not support the restrictive 
policy of the Federal Reserve were it not for a semantic confusion: price 
increases are called inflation. ‘This word evokes a great evil, the prolifera- 
tion of fiat money as it occurred in the French revolution and in Germany 
after World War I. ‘These instances are frequently referred to in the 
United States; they bear no relation'to American circumstances, where 
budgets achieve cash surpluses and where, as ‘Table I shows, the money 
supply does not keep pace with the risé in the real national product. 

If there is no such thing in the United States as the monetary inflation 
that frightens popular imagination, is there an inflationary situation accord- 
ing to the current definitions of economists? Using Mr Martin’s own 
terms, such a situation is defined as “ an excess of aggregate demand over 
aggregate availabilities of resources at existing prices’”’. During his five- 
day testimony before the Senate Committee on Finance, Mr Martin main- 
tained that at the time of speaking there was such an excess of aggregate 
demand. But in answer to Senator Long’s harrying questions, he admitted 
that there was no single product the present output of which was not well 
beneath the existing capacity of production, that there existed no scarcities 
either in final goods or in factors of production. Now surely the pressure 
of demand can be called excessive only if it causes scarcities and bottlenecks 
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to appear at focal points. If there are no such scarcities and bottlenecks, 
if demand falls short of capacity at every point, how can there be a general 
excess of demand ? 

In fact a situation where demand pressed excessively upon resources 
existed in the United States in 1955, but it was relieved by the expansion 
of capacities in 1956; to-day increasing capacities are increasingly under- 
employed. ‘The attention of the monetary authorities, however, is focused 
exclusively upon the price increases that still occur. It is doubtful whether 
they would so monopolize attention if there were no such thing as a 
cost-of-living index. It has now become “a sacred duty” to maintain 
‘““a stable dollar ’’, i.e. to preclude any rise in the cost-of-living index. 


‘¢ So are they all honourable objectives ”’ 


[ am not out of sympathy with the objective of a stable purchasing power 
for the currency unit. But surely it is only one of many desirable aims 
that economic policy-makers should have in mind. Let us attempt an 
incomplete enumeration of legitimate objectives: (1) full employment; 
(2) a rising level of consumption of goods and services per head; (3) a rising 
endowment of capital goods per head; (4) a rising volume of international 
trade; (5) a stable price-level; (6) fixed exchange parities of currencies; 
(7) free convertibility of currencies. Other items will be added at choice. 

To some degree, of course, these objectives conflict with each other. 
While in the long run rising consumption and rising capital endowment 
go together, in the immediate period too much stress upon the one implies 
some sacrifice of the other. If full employment is conceived in the extreme 


TABLE I 
MONEY SUPPLY AND NATIONAL PRODUCT 


Gross National Product 


Money at Current at Constant 
Supply Prices Prices 
Percentage change from Percentage change 
2nd quarter to 2nd quarter in calendar vear 
1955 ” a ‘a 4.2 8.3 7.1 
1956 a - Ki 5.9 6.0 2.8 
1957 a 7 eu 0.5 OY n.a. 


sense, that no man must lost his present job, this impairs the possible 
increase in production and the attainment of objectives (2) and (3). Again, 
we have found that the demand for fixed parities of currencies constitutes 
an obstacle to their convertibility. In my opinion, while the objectives of 
high employment, consumption and investment were possibly over-empha- 
sized in the immediate post-war period, the objectives of stable prices and 
exchange rates are now dangerously over-emphasized. 

A stable purchasing power of the currency unit (let us say the dollar) is 
a relatively new idea. ‘“‘ A sound dollar ’’ used to mean a dollar redeem- 
able in specie, whatever the variations in its purchasing power. Periods of 
falling prices under the gold standard generated the new idea that debtors 
should be protected by so managing the currency that the wholesale price 
level remained stable. ‘The present variety of this idea calls for stability of 
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the consumer’s dollar. Historic circumstances explain both the demand 
for this stability and the difficulty of its attainment. 

Financed by monetary inflation, the world wars and consequent recon- 
structions involved substantial losses in the buying power of nominal 
incomes. People naturally sought to repair such losses by acquiring nominal 
increases—a futile attempt as long as there was a huge gap between the 
total output and income of the economy and the output of consumer goods, 
The method of income increases “ to catch up ’”’ became so ingrained that 
quite naturally the same method was also used to cash in the real benefits 
of an increasing stream of consumer goods. ‘Thus our economic society is 
one in which the blessings of progress are not handed over in the form of 
specific price reductions but are claimed in the form of direct increases in 
incomes of the particular producers. The alternative method, falling prices, 


TABLE II 


US PRODUCTION, LABOUR COSTS AND THE PRICE RISE, 1947-56 
(1947 = 100) 
1948 1952 1953 1954 1955 1956 


Private non - agricultural product 


(current $) - > ~ 110.9 149.6 159.2 158.1 173.0 182.9 
Price change . . 106.5 119.0 120.9 122.8 124.1 127.6 
Private non- agricultur: al real product 

(1956 constant prices)... ~ 104.1 125.8 131.6 128.7 139.4 143.4 


Wages and salaries per $ of real 


product... 106.1 116.0 119.2 120.3 120.3 125.7 
Non-labour p: 1yments per $ of real 

product... im . - 107.3 121.1 121.4 123.5 126.3 127.0 
Man-hours of employees... a 101 4 1083 1109 £106.3 111.1 113.7 
Real product per employee hour .. 102 7 116 2 118 7 121 1 125.5 126.1 
Average hourly wages and salaries. . 109.0 = 134.7 1415 145.7 1509 158.6 
Average hourly wages and salaries in 

constant §.. ads ea 101 3 113.4 1181 121.2 125.9 130.3 
Consumer price index a ia 107.6 118.8 1198 120.2 119.9 121.7 


has its own considerable disadvantages; our present custom implies the 
inconvenience of an upward bias imparted to the price level. 

Adjusting increases in wages and salaries so that the cost-of-living index 
remains steady involves difficult intellectual and political problems,* and 
adequate compensation of contrary trends may be a matter of luck Thus 
in several instances a sharp fall of food prices has compensated the increases 
in the other components of the cost-of-living index. The steadiness of the 
average index thereby obtained was, however, unreliable; when the short- 
term trend in foods is reversed, this rise is added to the other intervening 
increases to produce a sudden upward movement. Moreover, any economy 
is exposed to sudden disturbances, such as a spurt of Government con- 
sumption or of private investment, or again a marked increase in import 
prices. All these will cause a domestic price increase (which in the case of 
the first two will be the sharper the nearer the economy is to full employ- 
ment). If incomes were kept stable, the effects of such occurrences would 

vanish when the cause ceased to operate: not so in our economy. As we 





* Same “a the ‘SC mien have been clearly outlined by Prof J. R. Hicks, ‘‘ The Inatelbility 
of Wages”’, The Three Banks’ Review, September, 1956. 
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feel that incomes should be marked up when prices go up, temporary dis- 
turbances become to some degree embedded in our cost structure. 

Moreover, the consequences for costs of such perturbations are lagged. 
Wages rise exceptionally “‘ to catch up” and they go on rising afterwards 
at a more than normal pace to complete the catching up and to make up for 
the postponement of real gains. ‘Thereby there is a “ cost-push”’ effect 
operating quite some time after the perturbation has died down.* 

Considerable emotion has been aroused in the United States by the rise 
in the cost-of-living index over the last two years (to August, 1957). ‘This 
works out at about 5.6 per cent and what has struck public opinion is that 
the movement seemed to accelerate: a little more than 2 per cent in the 
first twelve months and 3.6 per cent in the second. ‘This, however, is 
merely a case of delayed reaction to the boom which is well behind us. 
‘The movement has been swollen by 2 reversal in the trend of the food item, 
the decline of which had been responsible for the stability of the index from 
1954 to 1955; from summer, 1955, to summer, 1956, it moved up in step 
with the sum of other components, and in the latest twelve months it has 
moved up by more. 


Shooting at a Dead Star 


Obviously it is a mistake to regard recent movements of the index as 
testifying to a clear inflationary pressure existing now. ‘There is no such 
pressure, and a policy aimed at a non-existent pressure is a depressive policy. 
American corporations are experiencing a squeeze on profits and a drain on 
liquidity, which induce them to cut their investment programmes and their 
current buying in an effort to pare down their inventories. For several 
months, American commentators expressed the situation in such pleasing 
images as “‘ moving sideways along a high plateau” (“‘ Et vera incessu 
patuit dea’’); now at last they frankly call it a recession. 

Given the sources of information available to the Fed, and indeed the 
talents of its managers, it is very hard to believe that they have merely 
miscalculated the dose of sedatives called for or the duration of the treat- 
ment; if such had been the case, no doubt the treatment would have been 
reversed before now. It thus appears probable that what is now occurring 
was meant to happen; but if so, why ? We are now entering the realm of 
conjecture. 

That the buying power of the consumer’s dollar should slip irreguiarly 
over a period of years is inconvenient, regrettable, something to be avoided 
if possible but not at all costs: such is a possible point of view, in fact my 
own. But the American authorities appear to be saying that any further 
loss of power of the dollar would be morally wrong. Some may remember 
that in Britain after World War I it was not regarded as a matter of expe- 
diency but as a duty to restore the gold value of the pound. ‘To some 
degree the same psychological attitude has arisen in the United States 
regarding the preservation of the domestic power of the dollar. People 





ee ee — a + ee ee ————— 


* Thus eee the disturbance of 1950 i in the United States average hourly earnings moved 
up by 8.8 per cent in 1951, 5.6 per cent in 1952 and 5.1 per cent in 1953, calming down 
to 3.3 per cent only in 1954. 

777 











who hold this view feel that what should now be achieved is not a tem- 
porary halt in the process of depreciation but a root and branch reformation. 

A great impression was made in the United States last spring by a memo- 
randum from the Commissioner of Labour Statistics, Mr Ewan Clague, 
showing that, from 1947 to 1956, in the private non-agricultural sector of 
the economy, the “unit of production” had risen in price by 27.6 per 
cent—a larger increase, and a more continuous one, than in the index of 
consumer prices. At a cumulative yearly rate of 2} per cent, incomes 
exceeded the real output of goods: incidentally it was shown that the non- 
labour payments in the first part of the period led the labour payments. 

This has led many people to think that both the expectations of the 
capitalists or owners and the demands of the unions are over-optimistic, 
and should be brought into line with the trend of real growth. In some 
important circles it is felt that corporations should be educated away from 
pricing their goods with a view to procuring investment funds which they 
should seek on the capital market. In far wider circles it is felt that unions 
should be educated away from claiming wage increases at a rate exceeding 
that of gains in productivity. According to the official estimate, real 
product per man-hour in the non-farm private sector rose at a yearly rate 
of 3.4 per cent from 1947 to 1953, but at only 1.9 per cent from 1953 to 
1956 (this was introduced in evidence by Mr Martin during his testimony 
before the Senate Committee, p 1417). The opinion that bad economic 
weather alone can induce unions to lower their sights is quite widespread. 

Does the present policy of the Fed owe something to such views ? Is it 
to be explained by the ambitious objective of a fundamental reformation 
of economic mores? One hears much of confronting corporations with 
such circumstances that they will have to fight in order to keep their costs 
down. A new era of sound behaviour is hinted at. If such a great design 
is indeed entertained, its pursuit may prove very costly: habits do not 
change overnight and under slight pressure. Indeed one doubts whether 
such a programme could in fact be carried through. 


Impact on a Vulnerable World 


Whatever the economic consequences of Mr Martin may be for the United 
States, the international repercussidns should not be underestimated. 
Unfortunately the American fit of financial puritanism occurs at a time when 
the outside world is very vulnerable, far more so than at the time of the 
1953-54 recession: the primary producing countries are pursuing ambitious 
programmes of industrial development, the success of which depends upon 
the maintenance of an adequate influx of foreign exchange. The countries 
of Western Europe (Germany excluded) have a somewhat smaller total of 
exchange reserves than at the end of 1953, while the value of their imports 
has gone up by 60 per cent. In 1954, American grants and credits to 
Western Europe, plus American military expenditures in Europe, amounted 
to $2,300 millions, just double Western Europe’s deficit in trade and ser- 
vices with the United States. In 1957 it seems doubtful that the US Govern- 
ment will provide Europe with the equivalent of the commercial deficit. 
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In 1953-54, European countries were so strongly placed that they could 
afford to increase their money supply while the United States slightly 
reduced its own. ‘The increase was 5 per cent in Britaip, 11 per cent in 
Germany and France. The circumstances to-day are sich that, with 
the exception of Germany, we must contract. In 1953-54, the continuing 
expansion in Europe was an important counterweight in the wo7ld economy, 
offsetting the effect on prices of the fall of 19 per cent in imports of raw 
materials into the United States. And in turn, European exports to primary 
countries suffered no decline. 

Many countries find themselves at present afflicted with such large 
external deficits or such small exchange reserves, or so beset by both weak- 
nesses, that they must reduce their exchange outlays by measures of internal 
constriction; obviously these must be made more severe to cope with the 
constriction in the surplus countries, the United States and also to some 
extent Germany. We are threatened with a general slow-down in Western 
countries and probable dislocations of trade; the primary producing countries 
may find their position very uncomfortable. Whatever economic wisdom 
may recommend, political wisdom would advise against introducing at this 
moment into the free world a quite unnecessary American recession.* 


Since this article was written, the Federal Reserve Banks have lowered 
their discount rate by half a point, an action which calls for some additional 
remarks. It is claimed by the Fed that increases in the official discount 
rates merely mirror the state of the money market, and in a narrow sense 
this is no doubt true. Conversely the reduction in the rates reflects the 
general weakening of the money market by a smaller demand for loans, 
consequent upon declining economic activity and unpromising business 
prospects. But things are not so simple. ‘The speed and willingness with 
which the Fed moves to mark up its rates when money gets dearer on the 
market is a clear indication that it approves of this growing dearness and 
does not propose to relieve it. Correspondingly, the great speed with 
which the Fed has this time seized upon the first signs of a weaker money 
market to mark down its rate proves that it welcomes the turn of the tide 
and is prepared to help it along. 

It seems, therefore, that the Fed has at long last turned its signal to 
business from “‘ slow down ”’ to “ speed up”’. But monetary policy proves 
a very poor accelerator when momentum has been lost by a long sustained 
monetary brake. What does it profit an entrepreneur to find loans more 
readily available when new orders are steadily declining? Far be it from me 
to indulge in predictions but I fear that what’s done shall not easily be 
undone. Indeed, it would be ironic if, having broken a private enterprise 
boom, one found it necessary to revitalize the economy through increased 
spending by the Government. 


* The international consequences of the tight money policies pursued in the world’s 
creditor countries were discussed in more detail by the author in a talk on the BBC Third 
programme, reproduced in The Listener of November 7, 1957. 
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Test-point Still to Come 


T is now over two months since the raising of the Bank rate and I think 

one can conclude that the rehabilitation process has so far gone tolerably 

well. The outflow of funds from London has been reversed and there 

has been some strengthening of our reserves, though, of course, a far 
from sufficient strengthening as yet. The higher interest rate plus the 
direct pressure in the public sector are now plainly beginning to achieve 
the desired result in the trimming of capital investment projects. 

The investment boom is being brought under control. But we cannot 
yet say the same of the consumption boom. On the all-important question 
of the new round of wage claims we know very little, if anything, more 
than we did a month ago. ‘The contestants in the tug-of-war are “ taking 
the strain’, but the point has not yet been reached for them to exert their 
full force. 

I think the ultimate result is still very much in doubt. So far the Govern- 
ment have stood firm. They have spoken uncompromisingly to the Trans- 
port Commission and the Minister of, Health has courted and incurred a 
great deal of unpopularity by vetoing the Whitley Council recommendation 
of a 3 per cent advance for administrative and clerical health service workers. 
I believe that he has been absolutely right in doing so. Doubtless if the 
Government had been able to choose the ground on which to make their 
first stand they would not have chosen this one. But the point is that in 
this critical stage of our affairs there is really no room to yield an inch. 

One frequently hears the word “ leap-frogging ’’ used in the context of 
wage demands. Strictly it is applied to competitive claims of different 
classes of workers in one industry or group of industries, as of country bus 
drivers seeking higher pay in order to reduce what they consider to be an 
unduly large “‘ differential ’’ enjoyed by London bus drivers, and of London 
bus drivers seeking to restore their differential as soon as it is impaired by 
an award to their country comrades. But in fact, leap-frogging goes on 
throughout the body economic. Everywhere groups of workers are seeking 
to raise themselves on the back of those in front of them. Everywhere 
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their efforts are assisted and promoted by the processes of conciliation and 
arbitration. In recent years this arbitration machinery has become a veritable 
engine of inflation. 

I am not, of course, saying that we can do without it. But I do say that 
there can be no ending the leap-frogging business except by some arbitrary 
act of temporarily “‘ freezing’ the leap-froggers in the positions in which 
they happen to be at the moment. 

The “‘ freezing’? cannot be absolute. ‘The Government is making no 
attempt to interfere with the arbitration system—and, this not being a 
totalitarian state, it could not do otherwise. ‘There will inevitably be wage 
increases in the private sector in the coming months—amongst others, one 
in the newspaper industry is just on the tapis. Nevertheless, the Govern- 
ment having consistently given a bad example since the war, must now steel 
itself to give a good example at the expense of unpopularity, and even of 
temporary injustice. The national habit of annual all-round pay rises for 
the wage-earning classes irrespective of productivity, the “* national interest ”’ 
or anything else, has got to be broken. ‘The Government must be tough 
or everything is lost. 


No Help from the Opposition 


The economic debates in the Commons made it very clear that it will 
receive no help from the Opposition. ‘The speeches of the Labour Party 
leaders, Mr Gaitskell and Mr Harold Wilson, were of the “ willing to 
wound yet afraid to strike” order. ‘They found fault with every step the 
Government had taken, the raising of the Bank rate, the credit squeeze 
aimed at contracting the investment we are so badly in need of, the “ de- 
claration of war on the trades unions ’’—yet they would not and dared not 
say that the Government ought to do nothing to stop a fresh wholesale 
round of pay increases. ‘They had in fact nothing constructive to say at all. 
‘ss Mr Reginald Maudling (who added to his parliamentary stature by his 
speech in reply to Mr Gaitskell) said to them in effect, “‘ You won’t allow 
us to cut down on investment, therefore we must cut down on consumption 

but you won’t have that either ”’. 

The line which Mr Gaitskell took in the debate was, indeed, a very curious 
one. He stigmatized as ‘‘ a wonderful new idea’’, a “ gadget ”’ and “an 
extraordinarily stupid and clumsy idea’’, the Government’s proposal to 
curtail the supply of money in order to check the spiralling of costs and 
prices. But he and other leaders of the Labour Party have frequently 
declared themselves in favour of the use of monetary restriction. ‘They 
have propounded methods of controlling the liquidity of the banks. Mr 
Harold Wilson has said that the Labour Party would, if necessary, employ 
monetary policy even more ruthlessly than the Tories. ‘To what end, if 
not to cut down the supply of money in order to stop the spiral ? The 
nearest approach Mr Gaitskell made towards meeting that point was to argue 
that what we are suffering from is cost inflation and not demand inflation. 
We were, he admitted, suffering from cost inflation from 1946 to 1951, due 
to rising import prices. Despite the fact that import prices are now 
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falling sharply, we are apparently still suffering from it. Mr Gaitskell’s 
argument in favour of that view struck me as extraordinarily teeble. The 
‘cost push’ came from the Tories’ removal of Exchequer subsidies and 
the Rent Act. But the subsidies removed by Mr Butler five years ago (and 
largely replaced by others) could not have been responsible for more than 
two or three potnts of the 30 points rise in the cost of living since January, 
1952; and the Rent Act, whatever effect it may have on the retail index in 
the coming two or three years, has had none as yet. 

This smokescreen of sophistical argument was apparently designed in 
order to enable the Leader of the Opposition to avoid admitting that he was 
perfectly well aware that there was no escape for the country if 1958 is to 
see another round of wage increases matching those of 1956 and 1957. At 
any rate, he did avoid the admission and he covered his retreat by advancing 
one positive, I will not say constructive, recommendation. It was that 
exchange control should be tightened up and extended to inter-Common- 
wealth transactions. Our exchange troubles, said Mr Gaitskell, were duc 
in part to “ the uncontrolled export of capital to the sterling area”’. ‘“‘ We 
lend to people the money ’’, he said, “‘and they exchange it for dollars ’’. 
We also, which Mr Gaitskell did not mention, owe “ people’ some £3,000 
millions of sterling. 

Are we to restrict their use of that money? ‘Take India, for example. 
We have, in our present difficulties, refused to extend any new credits to 
India. But we still owe India over £200 millions in respect of her sterling 
balances. Are we to prevent her from using that money, as she will do 
in the coming twelve months to pay for imports from this country and 
others and so drive her over the brink of bankruptcy? I can imagine no 
quicker or more certain way of wrecking the British Commonwealth than 
this proposal for starting to put controls on the movement of money within 
its confines. And after all, it is so unnecessary. ‘There is no shadow of 
doubt that we can repair our fortunes if we refuse to allow class and party 
antipathies to override common sense. 

The wages showdown is close at hand. ‘The tug-of-war will soon be on 
in earnest. Nobody yet knows how it will turn out. The omens are not 
altogether unfavourable. ‘There is a fairly widespread feeling, reflected in 
the recent improvement in industrial shares on the stock market, that the 
trades unions are not shaping for a last ditch fight. History points to the 
conclusion that the long and bitter strikes occur in times of falling prices 
and declining trade—indicating that organized labour fights harder to defend 
its existing living standards than to win higher ones. One can well believe 
that large numbers of level-headed and sensible workers will show no 
enthusiasm for striking for an increase in money wages which they know 
will be illusory if they get it. | Nevertheless, the trade union system is now 
geared to the annual rise and will not easily surrender it. It would need 
a miracle to see us through without a good deal of strife and possibly some 
really serious strikes. 

But let us take an optimistic view and assume that the showdown goes 
off reasonably well, that no major social or industrial breakdown develops, 
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that the resulting increase in the national wage bill is kept within tolerable 
limits, say 2 per cent or not much more, and that the rise in the cost of 
living is halted. Where shall we stand then? Hitherto one’s instinct has 
almost been to assume that if only the spiral could once be brought to a 
standstill, everything would become plain sailing, and that we could look 
forward to living happily ever afterwards. But, of course, that is just 
moonshine. ‘The millennium is not just round the corner. 

All we shall really have done will be to lay the spectre of complete 
financial breakdown leading to a devaluation of the pound or to the adoption 
of a network of controls which might be even worse than devaluation. We 
shall still be in the position of having to build up our economic defences— 
by which I mean not only our external reserves but our fiscal and monetary 
system and more important perhaps than anything, our industrial relations 

-to a state in which we can face the future without the fear of constant 
“ esiaes ". 

How do we take advantage of the respite from inflationary pressure 
which I am assuming? What are the first steps? I wish I could see at 
all clearly. One must certainly hope that the mere cessation of inflation 
will bring in its train a considerable automatic amelioration of our present 
industrial difficulties. ‘The gross inequity of inflation—the hardship it lays 
on a considerable portion of our population —has at last come to be widely 
recognized. But I doubt whether the gross inefficiency of inflation has. 
Delays in deliveries and in the execution of building and other contracts 
have become so universal that we tend to forget about them. Relaxation 
of inflationary pressure ought to bring a pretty quick improvement in that 
respect. People complain of the folly of placing handicaps on industrial 
investment ——it was a popular gambit for Opposition speakers in the econo- 
mic debate —-by imposing credit squeezes and high Bank rates. In fact, 
once the overloading of the system is ended the contraction of investment 
may well be found to be apparent rather than real. 


A Bargain with the Banks ? 


But what about monetary policy ? How soon will it be safe to relax the 
squeeze and reduce the Bank rate? I would say that but for the tense 
wages situation some relaxation might alreadv be justified, following on the fall 
in American and German rates. As it is, I feel that it would be dangerous 
to show what might be regarded as a green light while the wage struggle 
is on. Once the way towards a peaceful and acceptable solution of the 
wage problem came into sight then certainly the Bank rate could come 
down a point or two. Even then, I would not expect a reduction below 
5 per cent. It may be argued that the overpowering size of the floating 
debt provides a compelling reason why short-term interest rates should be 
screwed down to low levels which would facilitate funding. I agree about 
the need for funding, which recent events have made more difficult and 
consequently more necessary than ever, but I distrust the artificiality of the 
argument. If there is a big floating debt that is a reason why the short-term 
rate of interest should be high and not low. No good came out of the 
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Daltonian thesis that because the State owes a lot of money it must pay a 
low rate of interest. 

The consequences which followed from that thesis should be a warning 
against a repetition of the Daltonian policy. Nevertheless, the fact remains 
that the size of the floating debt must continue for years to come to act 
as a severe drag on the efhcacy of the present methods of monetary control. 
No section of the Radcliffe Committee’s report will be awaited with greater 
interest, one might say anxiety, than that which deals with this particular 
problem. For my part, I would welcome, as at least a partial solution, an 
arrangement with banks under which they would agree to a “ freezing ”’ of 
assets now ranking as “ liquid ”’ through a voluntary conversion of Treasury 
bills into technically non-liquid security. Why should they agree to such 
a self-denying ordinance ? I would offer them in exchange a withdrawal of 
the odious and discriminatory credit squeeze “‘ request’ and an under- 
taking that in future they should conduct their credit business as they saw 
fit, subject only to the central monetary control of Bank rate and open 
market policy. I feel sure that an agreement on these lines could be reached. 

Before I end these random thoughts on where do we go after E.I. (viz. 
end of inflation) day, there is one more point | want to raise. It concerns 
the relations between employers and employed, which are so deplorably 
unsatisfactory. For that defect of our present stage of civilization there 
can be no quick remedy. But one certainly hopes that monetary discipline 
will have some success in producing an improvement. ‘The replacement of 
‘* overfull employment ’’, the state in which a worker can spit in the fore- 
man’s face and get away with it, by ordinary full employment, the state in 
which a worker has to “ hold his job down”’, is I am sure calculated to 
improve “ industrial relations’? as well as production and productivity. 

But on this question of productivity —and this is my point-—I think that 
the Government are putting a rod in pickle for themselves by continually 
harping on the link between wages and productivity. No advance in 
wages without an increase in productivity has become a regular shibboleth. 
It is being everywhere read as implying that any increase in productivity 
must be followed by a corresponding increase in wages. ‘This, of course, 
is a nonsensical notion; it would be a charter for perpetual inflation. 

‘There is no reason on earth why a worker should get more wages following 
an increase in production to which he has not contributed —though in fact 
one not infrequently hears of workers claiming pay increases on the instal- 
lation of some labour-saving device which has actually resulted in less 
effort being required of them. 

The benefits of new inventions and new processes should go not to the 
workers who happen to be engaged in the establishment which adopts 
them, but to the community at large. ‘They should be passed to the com- 
munity via lower prices and not to workers, who have played no part in their 
development, in higher wages. This is a cardinal social desideratum which 
is to-day everywhere being obscured or twisted. There is going to be a 
lot of trouble if it is not firmly re-established as a guiding principle of wage 
determination. 
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Grand Reversal in 
Gilt-edged ? 
By A. G, ELLINGER 


N September 20, 1957, the day after Bank rate rose to 7 per 

cent, a bargain was done on the stock exchange in Old Consols 

at 433. ‘This was a historic mark, not merely because it was 

the lowest of 1957 (provided the rest of the year shows nothing 
jower) but because it was one-eighth of a point below the previous nadir 
of 438, to which the stock fell in 1920. ‘Thus in the decade from the end 
of 1946 to the third quarter of 1957, the stock has covered a decline as 
large as that recorded between its first year of existence as a 2} per cent 
stock in 1903 and the bottom of its post-war slump in 1920. Our decline 
has been far faster than that of the beginning of the century; the forces 
that caused it have been far more powerful (and may have produced the 
appropriate antibodies more swiftly). ‘The course of the decline is shown 
in the chart, plotting the monthly ranges of bargains marked in Consols 
from the beginning of 1946. ‘The price scale is logarithmic in order to 
give true comparison of relative changes; and it is something of a curiosity 
that the September fall was halted when it reached the parallel through the 
1952 trough to the trend line that joins the 1946 and 1954 peaks. The 
sharp rebound on this lower parallel prompts the question whether we have 
seen the grand reversal of the long decline of Consols and should expect a 
sustained recovery. 

The decline of Consols has been a result of the post-war climate and of 
post-war policies. The post-war climate has been distinguished by the 
large effective demand for capital; the post-war policies, which may have 
played some part in the creation of the post-war climate, have been dominated 
by the doctrine of full employment. As the policy of full employment has 
been successfully pursued, we have had to watch the development of the 
problem of inflation. The main contributing forces to the inflation seem 
to have been the monetary expansions that were thought necessary to 
create full employment in 1945-47 and 1952-54; and the full employment 
itself, which produced an atmosphere in the labour market in which 
demands for increases in wages could not be refused. Monetary control 
was rejected by the Labour Party while it was in office, although the Labour 
politicians most likely to be concerned have now announced their readiness 
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to make use of monetary measures. ‘Ihe Conservatives contracted deposits 
both on current and deposit accounts in 1951-52 (when a big influence was 
the drain of funds caused by the external deficit); then came a large expan- 
sion, mainly on deposit account, in 1952-54, followed by a contraction 
continuing into the early months of 1956 

The subsequent trends of current accounts look uncertain—there is an 
expansionist air about the second quarter of 1957 and a contraction in the 
third quarter (again helped by external influences); but the growth of 
deposit accounts since April, 1956, has once again been formidable. Despite 
these periodic checks to the supply of credit, inflation has gone on, partly 
because the expansions of 1945-47 and 1952-54 have made monetary control 
extremely difficult. (Is it not most disheartening that while in the United 
States the Federal Reserve can declare that serious mistakes were made in 
the expansion of 1953-54, in Britain neither the Bank of England nor the 
Treasury can admit that a single false step was taken.) 


Inflation and the Electorate 


Time and inflation have slowly been changing the make-up of the 
electorate. It is now eighteen years since the outbreak of war; all the 
electorate knows about rising prices, but few voters under forty have any 
personal experience of unemployment. ‘The electoral importance of these 
two factors must continue to change, making it politically easier—perhaps 
indeed expedient—-to attract inflation. 

If the transformation in the economic climate has influenced the voting 
community, it has been dominant in the minds of the investing community. 
Gilt-edged stocks have continuously declined in status; while equities, which 
have been at levels high above those of the end of the war, are still after 
the decline of this autumn at prices much better than the peaks of 1947 
and 1951. Faith in gilt-edged has been declining and faith in equities has 
been growing; the extent of this growth now appears to have been excessive 
in the first half of 1957. ‘The popularity of equities in 1955 and through 
the collapse of the 1955 boom in 1956 was a symptom of British distrust 
of the pound sterling. An escape route was then open through the Kuwait 
gap, and more and more funds found their way into dollar investments. 

After the abortive rally of gilt edged at the end of 1956 followed the 
equity boomlet of April, 1957, whose counterpart was a persistent flight by 
the public from money and fixed interest securities. ‘The Consol market 
fell into a state of demoralization in which it was utterly unable to deal with 
the needs of the Government. ‘Then in July the new restrictions closing 
the Kuwait gap revealed even more clearly to foreign holders of sterling 
how little the British still trusted their currency; and the ebbing of foreign 
balances from London in August and September was a natural sequel. It 
was to deal with this situation that Bank rate was raised to 7 per cent and 
the Government took steps to check the expansion of investment. Most 
important of all, the Government has decided that, in an economy that is 
near full employment, changes in the levels of wages are a matter from 
which it cannot disinterest itself. 
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We thus have an entirely new outlook. Maintenance of the parity of 
sterling with the dollar at $2.80 has gone up the scale of priorities. Stability 
of the price level has become more important. The priority of a very high 
level of employment has become less. And Mr Thorneycroft made 
quite plain in the economic debate on October 29 that the adequate func- 
tioning of the gilt-edged market is considered very important indeed. ‘The 
main tools of the new policy are a high Bank rate, instructions to the clearing 
banks to keep down the level of advances, instructions to the Capital Issues 
Committee to keep down the flow of new issues, reliance on these methods 
to curtail capital investment by private enterprise and local authorities, and 
direct instructions to departments of State and to public enterprise to 
curtail their capital expenditures. Further, the Government declares that 
it must refuse to finance inflation by the support of unearned wage increases. 

The state boards will not be able to call on the ‘Treasury for more funds 
if outgoings are increased by a wage award; the implication is that expendi- 
ture must be cut down, probably by reduction of staff. Even when a 
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Whitley Council approves an increase, public service finds the Treasury 
cash box securely locked. ‘This new economic climate is not likely to be 
favourable to wage increases by private enterprise either. 

The result of these measures should be an improvement of the balance 
of trade, matched by a better relationship between domestic savings and 
domestic investment. As company profits are expected to be reduced, it 
is in the personal sector that the improvement of savings seems likely to 
appear. One school argues that increases in the rate of interest do not 
encourage individuals to save more. ‘This may be true; but the Bank 
rate increases of 1951 and 1955 were followed by startling rises in the 
estimates of savings for the succeeding years, as made in the national income 
accounts. It is most likely that personal dissaving is extremely sensitive, 
less perhaps to changes in the beliefs of individuals about the rate and 
direction of the changes of the value of money, more to deflation of stock 
exchange prices. ‘The spending of capital by private investors is checked 
by lower prices—and the spending of capital profits vanishes in a declining 
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market. ‘The months ahead of us look like being a period of exceptionally 
low dissaving; and the normal flow of saving, if it has much less dissaving 
to absorb, is likely to exert a more than normal leverage on stock exchange 
prices. In present circumstances the improvement seems most likely to 
appear in the gilt-edged market—if the climate is favourable, in the long 
end of the gilt-edged market. ‘The question is, will the climate be favourable? 

This probably depends on two sets of views, those of the pension fund 
managers and those of foreigners. ‘The manager of an expanding fund— 
and most funds are expanding—might be holding Savings 3 per cent 1960-70 
or Electricity 44 per cent 1967-69. His problem is whether he should sell 
these stocks now, sacrificing in the case of Savings bonds a large capital 
gain to maturity, and take advantage of the present price of ‘ Daltons ”’ 
(23 per cent ‘Treasury stock, 1975 or after) to ensure a high yield indefinitely. 
‘The problem works out as a bet on the price of Daltons in 1969 or 1970. 
If he makes allowance for the capital gains on redemption of the dated 
stocks and the accumulation of interest at, say, 5 per cent compound, he 
will find that a price for Daltons in 1970 about a couple of points above 
the present level will give his fund better results on a switch now into 
Daltons than on retention of the medium-dated stocks to maturity. A 
further rise of about four points by 1980 will be required in Daltons to 
make them turn out better than Treasury 3$ per cent 1977-80. Should 
he bet now that Daltons will be higher or lower than 47 1n 1970, than 51 
in 1980 ? 

The more firmly the Government stands on its present policy, which was 
very strongly asserted in the House at the end of October, the less likely is 
the pension fund manager to bet on the long-term persistence of very low 
prices for optionally redeemable stocks. Secondly, if a firm stand by the 
Government is reinforced by improving figures of the balance of trade in 
the months ahead, foreign buying of sterling may develop on a large scale. 

There are similarities between the present position and that of 1920. 
We hope the similarities are not too close; on that occasion dear money 
policies were followed by a sharp contraction of world trade, and heavy 
pressure on the balance of payments’ of the then uninvented sterling area 
pushed the dollar rate down to $3.21 compared with the pre-war gold 
parity of $4.86. The possibility of world economic contraction is again 
being discussed, especially because commodity prices have been falling and 
undermining the purchasing power of the primary producing countries 
and because America’s economy has not been lifted from its plateau. If 
the fears of the economic pessimists are realized, this will certainly vitiate 
our argument for the time being. But we may hope for a close similarity 
in the behaviour of Consols; after its low point late in 1920 the stock was 
in the high fifties by the first quarter of 1922. 

Previous rallies of gilt-edged since the end of the war started (1) on the 
budget of 1948, which was framed to bring a big surplus; (2) after the 
devaluation of 1949, which was followed by an improvement of our mer- 
chandise balance; and much more strongly, (3) on the expansion of personal 
savings that began in 1952. A rally in 1958 would have interesting possi- 
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bilities that were absent in the previous cases. ‘“* Propellant ’’ seems the 
right adjective for these possibilities; ‘‘ explosive ’’ is altogether too strong 
in the context of the gilt-edged market. 

These new circumstances of the market need examination. ‘The policies 
of dear and tight money of the past five years have created big movements 
of idle wealth. Up to 1951 the clearing bankers’ deposit rate was § per 
cent per annum and idle money was hardly worth shifting from current to 
deposit account. The main employment for idle money was probably 
found in building societies; and for a long period after the war the societies 
were turning unwanted money away. ‘The big temptations for idle money 
did not appear till 1955. Then the Treasury bill began to be a vehicle for 
personal and company investment; and the local authorities increased their 
use of the short-loan market. This demand from municipalities and 
councils was increased when Mr Butler in his autumn budget of 1955 
curtailed the flow of funds from the Public Works Loan Board. At the 
same time the tightening of bank credit cut off one supply of funds for the 
houses financing hire purchase. A number of institutions were willing to 
pay rates up to 74 per cent for deposits on six months’ notice. With Bank 
rate two points higher the rate offered even by big finance houses is generally 
84 per cent. 

Sufficient inducements have now been offered to tempt much riches out 
of idleness. ‘This is part of the reason for the increase in the velocity of 
money circulation. It seems an unfortunate phrase. If a city contains six 
thousand privately-owned buses of which only two-thirds are on the streets, 
a change of policy which puts another thousand buses on the streets will 
result in an increase in the number of bus movements a day; but the five 
thousand buses may each move at a slower pace than each of the four 
thousand did earlier. It is impossible to determine how much of the 
increase of turnover in the bankers’ clearing houses is due to a faster pace 
in the movement of money previously in current use, and how much to the 
mobilization of funds previously immobile. 


Transformation in Liquidity Preference ? 


The funds that have been mobilized were tempted out of idleness by the 
inducement of a rate of interest. It is possible that they would be tempted 
away again if an attractive prospect of capital appreciation appeared in the 
gilt-edged market. ‘There has been a long period in which many investors 
have thought that money should be kept liquid in bills or deposits and not 
invested; and others have insisted that investment must be in equities 
rather than in fixed interest stocks. There is a possibility here of a swift 
change of fashion; and the mobilized wealth might then be recalled from 
the short-loan market (and more slowly from the finance houses) for com- 
mitment to gilt-edged. ‘This could be part of a large change in liquidity 
preference which would enable the “ departments ”’ to sell stock on a sub- 
stantial scale at rising prices—but the big expansion of the demand would 
not appear until purchases motivated by the basic factors already described 
had lifted prices away from their present base. 
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Such a rise of prices would have to be a natural and not an artificial 
phenomenon. ‘There would be a lowering of rates in the gilt-edged market 
and a substantial tightening of money at the same time. ‘The conjuncture 
could present very awkward problems to local authority treasurers who 
are relying heavily on seven-day money; pressure on the finance houses 
would be much slower to develop because their deposits are almost entirely 
at long notice. 

Even though the market may favour a technical rebound in gilt-edged 
prices, as in the last quarter of 1947, or a longer rise, as from the low point 
of 1952, there can be no certainty that 1957 has seen the bottom. It still 
seems likely that there will be a heavy demand for capital for many years 
to come and that the demand will be more easily met with rates of interest 
high than low. Throughout most of the ’twenties, Consols were a little 
nearer 60 than 50; and if the demand for capital in the years ahead is stronger 
and the financial position of Britain weaker than thirty-five years ago, we 
may for a long time see Consols nearer 50 than 60. By the end of the 
next decade we may have passed the crest of the rise in the demand for 
capital and we may have become more thrifty. That could be the basis for 
a declining trend of long-term rates in the last quarter of this century. 

But before that happens Britain may have to face some other crisis that 
will enforce a decline of gilt-edged prices. ‘There can certainly be no 
guarantee that 1957 has seen the grand reversal of the great decline from 
1946. We have probably seen a substantial change in the economic priorities 
of the politicians; if the new priorities can be made effective the 1957 
bottom for Consols is almost certainly a significant stock exchange land- 
mark. Investors who believe that the Government will stand by the 
Chancellor’s statements should argue that such a price for Consols is 
unlikely to recur in the early future. ‘The interval before the next heavy 
strain imposed by a new crisis may be a long one. After the 1920 low 
point, gilt-edged did not wilt for the General Strike of 1926 but came 
under pressure in the difficulties of 1929 and at the devaluation of 1931. 
On this precedent, even if we did not see the grand reversal in 1957, the 
low record of 434 for Consols may still stand for a useful number of years. 
And in the early future we may have a development of the propellant 
possibilities that are here described. ~ 
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New Look in German 
Economic Policy 


By ROLF E. LUKE 


FRANKFURT, November 19 


HEN Dr Adenauer was elected to the Chancellorship of the 
West German Republic for the third time, not the least 
element in his success was the favour that the economic 
policy pursued by his previous governments had found with 
the majority of the German people. ‘The slogan “no experiments”’ proved 
popular, and confirmed that the methods of the so-called “ social market 
economy ”’, which had been connected with so much material success, 
should be continued. It is not surprising, therefore, that Dr Erhard, the 
man responsible for this policy, has gained more power within the new 
cabinet, and that the two underlying planks of his policy form the basis of 
the new programme. 

In Dr Erhard’s philosophy, social security is to be achieved not by way 
of state welfare, involving an increase of public expenditure that must be 
financed by taxpayers, but by increasing private capital formation and 
through a broader dispersion of property. ‘This aim, combined with the 
accent of the market economy, implies the abolition or at least the consider- 
able reduction of the formerly swollen capital formation of the public sector, 
and also of all remaining state intervention in the private sector. Probably 
the most evident manifestation of the acceptance of these aims is the appoint- 
ment of Dr Erhard as chairman of the ‘‘ economic cabinet ”’, and the dis- 
placement of the former Finance Minister, Dr Schaffer, by Dr Franz Etzel, 
who relinquishes the vice-presidency of the European High Community for 
Coal and Steel. 

In the last Government the economic cabinet had been presided over by 
the Vice-Chancellor, Dr Blicher, who did not succeed in making this body 
a means of co-ordinating general German economic policy. His undis- 
puted qualities for compromise were a drawback in this réle, which required 
more authority and power in order to cut through the obstinacy of fiscal 
policy. ‘The contrast between the policy of a market economy and a fiscal 
policy favouring the “ state’’ cannot—by its very nature—be solved by 
compromises. ‘Therefore, it was not only necessary to make the Minister 
of Economics chairman of the economic cabinet, but even more essential 
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to appoint a personality as Minister of Finance who by his own conviction 
was far more in agreement with the conception of a market economy than 
could be said of Dr Schaffer. The stronger personal agreement between 
Dr Erhard and Dr Etzel is likely to be a firm support for more co-ordination 
in the economic cabinet; and the measures required by the new programme 
will lead the interests of the two ministries closer together. 

In an address to the Automobile Exhibition in Frankfurt, Dr Erhard 
gave one watchword of his future policy, namely, the forcing up of invest- 
ment for rationalization. ‘This stems partly from the idea that, given full 
employment, the wage-price spiral could be effectively countered by in- 
creased rationalization. Such investment, however, requires more capital, 
which requires more savings; it follows that Erhard’s economic programme 
is fully in line with the Government’s ambition of broader ownership of 
private capital. Such a broader, and larger, supply of private capital 
must simultaneously suit the interests of the Minister of Finance; for if 
capital formation is shifted from the public to the private sector, this will 
relieve the demands on public funds and taxation. 


Widening the Capital Market 


Thus the interests of both ministries now centre primarily on the expan- 
sion of the capital market. There is, too, far-reaching agreement on the 
way to achieve it. Dr Etzel has already declared his intention to give tax 
privileges to all kinds of savings, to abolish double taxation on shares and 
to tackle the problem of the existing taxation of bonus share issues, which 
hitherto has discouraged the capitalization of reserves. Dr Erhard has 
pointed out the need to avoid double domestic taxation by abolishing the 
corporate tax on distributed profits, and has suggested the abolition of the 
tax on capital gains. ‘These measures, which can be expected rather soon, 
should lead to an expansion in the volume of funds on the German capital 
market. This should reduce the high proportion of self-financing by 
industry and hence ease the pressure on prices that this practice involves. 

The plans for genera] financial reform go far beyond this special 
problem, but they should have similar results. Dr Etzel has declared his 
intention to change the former budget practice of building up reserves 
with the central bank. He hopes to put the budget on an annual basis, 
drawing no money that is not to be spent in the fiscal year, accumulating no 
surpluses, and financing no capital outlays frcm taxation. The strong re- 
strictive fiscal policy that has been pursued in Germany in recent years will 
thus be ended. 

In their impact on the internal economy, it may be assumed that such 
measures will lead to a consolidation of the general success of former years. 
Increasing the supply of private capital by reducing public capital formation 
will lead to an improvement in facilities for the finance of German industry, 
and hence a reduction of its indebtedness to banks. It may also permit 
the central bank to ease its restrictive policies still more, if increased private 
savings offset pressure on prices exerted by an increase in effective demand. 
The general level of interest rates in Germany will tend to fall. The etfects 
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of these measures, of course, are by no means restricted to the internal 
economy, but will influence the balance of external payments. 

There is scarcely any doubt among German economic experts that the 
extreme creditor status of the Federal Republic is the result not only of 
inflation in other countries but also of the distortion of the internal economic 
structure by Germany’s previous financial policy. An increase of invest- 
ment activity inside Germany may curb the export drive, which has been 
very strong in considerable sectors of the German economy. ‘The surplus 
in external payments should be mitigated also by the reduction in interest 
rates that should follow the abatement of taxation, increasing the supplv of 
private investible funds. 

The formation of a new Government is being accompanied, by chance, 
by a change in the board of the Bundesbank. ‘This change, however, does 
not mean that there will be a fundamental relaxation of the German cur- 
rency policy pursued up to now. ‘The new president of the Bundesbank, 
Herr Karl Blessing, possesses the same firmness and the same intention to 
maintain and defend the stability of the German currency by all means as 
his predecessor, Herr Vocke. However, it might be expected that in 
accordance with the liberal economics of Dr Erhard, Herr Blessing will as 
soon as possible remove the remaining exchange controls, including the 
embargo -on capital imports. With the removal of this last obstruction to 
trade and international payments, including capital movements, it should 
be possible to achieve a better balance in German external payments. 


Dr Erhard and Wider Europe 


The corrective should come from two sides: from a new investment 
boom and from the establishment of the prerequisites of larger capital 
exports. The reform of the capital market and reduction in taxation, with 
the attendant reduction of interest rates, might give private capital exports 
a considerable push. The fact that already one big German bank has 
taken up Treasury bills to quite an extent from a neighbouring European 
country—the Netherlands—may be taken as an interesting omen. The 
Federal Bank has already abolished the last administrative barriers to 
private capital exports, except in the insurance sector. Larger exports of 
public capital, too, might be expected in the future. During the recent 
ministerial meeting of GATT in Geneva, the German state secretary, 
Professor Hallstein, pointed out that the Federal Government does not 
intend to restrict its investment activities in under-developed countries after 
the establishment of the common market; and Dr Erhard, speaking at the 
ministerial meeting of OEEC on the free trade area, stressed the need for 
financial help to those under-developed countries within OEEC, particularly 
since the proposed free trade area will include them. 

Dr Erhard assumes in the new Government the responsibility for prob- 
lems of the common market and the free trade area. It was due to his 
influence that the idea of forming a special “* European Ministry ”’ in Ger- 
many was given up. This might be regarded as a guarantee that, so far 
as Germany is concerned, all problems that will eventually arise in the 
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sphere of the common market and the free trade area will be looked upon 
and dealt with in a way that pays due regard to wider international con- 
siderations and obligations, thus limiting the danger of developing the 
common market into a closed economy. Dr Erhard is known to prefer the 
combination of the common market and the free trade area, and may 
therefore be expected to do his best in order to make this combination 
effective. He will work to this end in the technical negotiations being held 
in Paris, and may be expected to give European economic integration 
favourable support from domestic economic policy. Practical economic 
integration resulting from a liberal economic policy might actually 
overtake the political and administrative progress of the common market 
and the free trade area. Signs indicating such a development are already 
obvious. 

Although superficially the new Government has merely approved the 
official economic policy and aims of its predecessor, the new division of 
power within the Government, and the programme in itself, have undoubtedly 
emphasized the liberal accent of German economic policy. Not the least 
characteristic feature is the fact that both the Government and Federal 
Bank—in accordance with the ofhcial British attitude—are strongly deter- 
mined to maintain the present exchange rate of the D-mark. ‘They abjure 
any ideas of monetary nationalism, which is one motive of some of those 
who want to avoid a greater international economic integration by means 
of adjustments in the exchange rate. 
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India’s Exchange Crisis 


By GEOFFREY TYSON 


N the twelve months to November 1, 1957, the combined total of 

India’s foreign assets and balances held abroad declined from Rs 569 

crores to Rs 328 crores, a fall of Rs 241 crores or roughly £180? millions, 

despite the drawing of £714 millions on the International Monetary 
Fund. Each year of the first five-year plan (1951-56) witnessed a progressive 
reduction of the sterling balances, which had been built up during the war 
years and the period immediately before independence. But in no previous 
twelve months’ span have such heavy drafts been made upon the country’s 
foreign exchange. 

The authorities first showed their awareness of the rapidly deteriorating 
situation in December, 1956, when severe cuts, affecting some 500 items, 
were made in the official import list for the January-June period of 1957. 
Since then there has been a series of emergency measures designed to hold 
the line. ‘The latest of these prescribes a new statutory minimum of foreign 
assets which the Reserve Bank is required to hold as cover for the note issue. 

Effectively, foreign exchange holdings can now be drawn down to a 
minimum of Rs 85 crores (£63? millions) and, for a period of up to six 
months, the reserves may, at the discretion of the authorities, be allowed 
to fall below this exiguous figure without fresh legislative sanction. India 
has, in fact, given notice that if necessary she is prepared to work on a shoe 
string so far as foreign exchange reserves are concerned. And some recent 
pronouncements suggest that she seeks to make a virtue of what is likely 
to prove a grim and exacting necessity. 

Before considering the many implications of this decision we may look 
briefly at the history of the statutory reserves. Until the summer of 1956, 
when amending legislation was introduced, the Reserve Bank was required 
to maintain reserves of foreign securities and gold to the extent of 40 per 
cent of the note issue. This stipulation was written into the original Act 
by which the Reserve Bank was created by the British- Indian Government 
in 1935, and Indian critics then and later maintained that the proportion 
was much too high. In any event, the formula was regarded as unneces- 
sarily rigid in the light of the financial requirements of the second plan 
(which postulated the need for a certain amount of “ deficit financing ’’) 
and the Act was amended to provide for a minimum holding in the Issue 


795 











Department of the Reserve Bank of Rs 400 crores (£300 millions) of foreign 
securities, which could be reduced temporarily by decree to Rs 300 crores, 
and Rs 115 crores in gold. At the same time opportunity was taken to 
revalue the Reserve Bank’s gold holdings at the rate prescribed by the 
International Monetary Fund; accordingly from the figure of Rs 40.2 
crores, at which they had stood for more than twenty years, gold holdings 
were written up to a sum slightly above the prescribed Rs 115 crores. It 
was thought that these measures would provide all the elbow room necessary 
for the creation of credit and expansion of the note issue contemplated under 
the second plan. 

The latest amendment of the Reserve Bank Act, announced on October 31 
last, has very little to do with the size of India’s note issue. It arises quite 
simply out of the melancholy fact that India’s foreign assets have been 
running out at a much faster rate than was ever thought possible when the 
second plan was drawn up, and that if she is to continue to pay her overseas 
bills as they come in India now has no choice but to entrench upon her 
remaining foreign assets hitherto earmarked for other purposes. ‘The 
statutory reserve for the note issue is now fixed at Rs 200 crores, including 
Rs 115 crores of gold which, for all practical purposes, must be maintained 
intact, thereby reducing the real foreign exchange “ floor ’’ to Rs 85 crores. 
It is easy to be wise after the event and perhaps there is no great virtue 
in jobbing backwards. But it always seemed to the present writer (who in 
past years has more than once been told by responsible public men that 
India had far more sterling than she wanted) that too many comfortable 
assumptions were based on the supposed inexhaustibility of the sterling 
balances. 

Be that as it may, India is now up against her first major balance of pay- 
ments crisis and, as might be expected of them, ministers and officials have 
met the situation with a series of firm, and in some respects ingenious, 
measures. The real question is whether the decisions taken in various 
departments of economic policy will be effective in the limited time before 
the seccnd plan grinds itself to a standstill for want of foreign exchange, 
and enakle the country, after a critical touch-and-go phase, to break through 
to success in, say, 1961. . 

Recent official pronouncements in Delhi may be summarized as foliows: 
calculated on the basis of existing foreign exchange resources, firm promises 
of aid from abroad and irrevocable commitments of payments to be made 
for imports, the “ hump ”’ of the foreign exchange crisis will be reached in 
the period April, 1958, to March, 1959; in that period, foreign payments 
will have to be made amounting to roughly twice the figure for the pre- 
ceding twelve months. After March, 1959, foreign exchange outgoings are 
expected to be substantially reduced. As we do not yet know what the 
final import bill for 1957-58 is likely to be, this prognosis leaves us very 
much in the dark about the 1958-59 prospect. All we can say is that the 
worst is almost certainly still to come. 

The root of the trouble is, I think, that the second plan was drawn up 
on the basis of India’s needs rather than on a realistic calculation of her 
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resources; one of the underlying assumptions was that the Indian Govern- 
ment could borrow abroad to bridge a foreign exchange gap originally 
estimated at Rs 800 crores, a figure that has since had te be somewhat 
revised in an upward direction. It is only in the last fifteen months or so 
that the authorities in New Delhi have really given their serious attention 
to the problem of overseas borrowing. It is arguable that there was a 
time when, if they had gone boldly about the task, they could have raised 
by foreign loans at least a substantial proportion of the foreign exchange 
they now so badly need. But the last fifteen months have witnessed a 
hardening of world money rates, a growing shortage of international liquidity 
and some contraction of world trade. For better or for worse, it has also 
to be said that India’s domestic and foreign policies have not always been 
presented in the best possible light to the capital exporting countries of the 
West. The result of this combination of circumstances has been that 
India’s quest for foreign loans became urgent at the very moment when 
the circumstances were least propitious for her. 


Urgent Search for Loans 


Reporting on his recent tour of North America and Europe, the Indian 
finance Minister, Mr 'T. ‘T. Krishnamachari, told parliament that he was 
hopeful that “‘ considerable economic aid ’’ would, in due course, be forth- 
coming from the United States, Western Germany and the World Bank. 
But it would be “a few months ” before it was clear “‘ whether the aid will 
come in time and in a measure commensurate with India’s needs’”’. ‘Thus 
we have it on the best possible authority that the margin of time and 
resources in hand is now extremely small if the second plan is to be saved 
from severe emasculation. 

However, there have been reports, so far unconfirmed, that the United 
States administration has an early loan of $150 millions or so under con- 
sideration. Meanwhile a Soviet credit of 500 million roubles (approxi- 
mately {£444 millions), which was negotiated last year to be drawn on from 
early 1959, has been brought forward and will now be available for use in 
1958. This will be devoted mainly to mining and heavy engineering 
projects. The loan will carry interest at 24 per cent and be repayable in 
twelve annual instalments beginning the year after the machinery for each 
project is delivered. 

It will be noted that Mr Krishnamachari’s statement omitted any reference 
to fresh assistance from the United Kingdom, though the Finance Minister 
also stated that he had been assured during his October visit to London 
that the British Government would do anything it could to help India to 
obtain credits from other sources. It was not to be expected that, in the 
very midst of her own fight to counter inflation and preserve the value of 
the pound, Britain would be able to give any special or significant assistance 
to ease India’s mounting foreign exchange crisis. But Britain’s rdle, direct 
and indirect, in India’s development programme (past, present and future) 
is not to be measured merely by her willingness to furnish a loan at a 
critical juncture. 
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Ten years ago, for different reasons, public opinion in Britain and India 
was much concerned over the existence of what then seemed the astro- 
nomical proportions of India’s sterling balances. In Britain they were 
sometimes represented as evidence of Indian profiteering during the war, 
whilst in India there were politicians who expressed considerable doubts 
about Britain’s ability and willingness to pay. ‘The first draft of the Anglo- 
American loan agreement contained, at the instance of the US negotiators, 
a provision for a substantial scaling down of the balances. That proposal 
was not accepted and the series of agreements with the United Kingdom 
under which India’s sterling balances have been progressively released have 
worked smoothly and, in many ways, can be regarded as a model of the 
manner in which a heavy load of indebtedness can be liquidated, given good 
sense and intentions on both sides. ‘The last of these agreements came to 
an end on June 30 of this year and was not renewed. 

Repayment of obligations on the scale represented by India’s sterling 
balances has not been accomplished without some considerable 1ncon- 
venience and sacrifice on the part of the debtor, particularly in the circum- 
stances of the United Kingdom in the early post-war years. The ever- 
growing volume of releases, and the steadily increasing proportion of them 
devoted to the settlement of India’s non-sterling payments, have placed no 
small strain on the central gold and dollar reserves of the sterling area. 
An analysis of India’s balance of payments in the year to end-March, 1957, 
shows that of a total deficit of Rs 292.5 crores, Rs 201.9 crores was incurred 
with the continental members of OEEC, compared with deficits of Rs 35.2 
crores with the sterling area and Rs 31.4 crores with the dollar countries. 
This contrasts with a total net external surplus of Rs 16.9 crores in 1955-56. 

All this was, of course, an inevitable result of the wartime deferred pay- 
ments procedure which created the sterling balances, and to that extent no 
one has any right to complain. ‘The balances were meant to be used for 
productive purposes and by and large they have been so employed. By 
the prompt discharge of her banker-customer responsibilities to India, 
Britain has made no small contribution tq the implementation of the first 
and second five-year plans. 


Further Strain on Sterling ? 


Notwithstanding that the Indian authorities are fully entitled to draw 
down their balances to any point they wish, and that it is the job of the 
central banker to pay out as long as there is any money left in the account, 
the recent decision to reduce foreign assets to the largely nominal sum of 
Rs 85 crores foreshadows for Britain a further period of strain on the 
central dollar pool. India’s decision virtually to scrape the bottom of the 
barrel raises other important issues for those entrusted with the manage- 
ment of the sterling area finances which cannot be ignored, though they 
cannot be discussed in any detail here. At one time it looked as though 
the Indian five-year plans might become the prototype for economic plan- 
ning in the under-developed territories generally. Since the second Indian 
plan has run into heavy weather it is not now so certain that this will be 
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the case. But however that may be, all economic planning in the under- 
developed countries—many of which are linked to the sterling area— 
implies longish periods of balance of payments difficulties. Some com- 
petent observers (whose chief spokesman seems to be Mr Alan Day) are 
beginning to doubt whether the sterling area resources and mechanism can 
stand a protracted strain of this kind. India’s policies in the next twelve 
or fifteen months will inevitably throw some light on this vexed question. 

But the main consequences of this rapid depletion of her sterling balances 
must fall on India herself. Personally, I do not attach great importance to 
the fact that the statutory cover for the note issue has now been reduced 
to less than half the figure that was previously prescribed. Indian business 
and official opinion never looked upon this as the prime function of the 
sterling balances, and in any case there are respectable precedents within 
the Commonwealth and the sterling area for departing from traditional 
practice on this aspect of the matter. For all practical purposes the rupee 
is not now likely to be any less acceptable to those who have to use it than 
was the case before the edict of October 31 last. The readiness with which 
the one-rupee paper note was accepted during the war in place of the silver 
coin, when the latter had to be withdrawn from circulation, exploded a 
whole lot of old wives’ tales about the conservatism of the Indian peasant 
in monetary matters. ‘The real effect of the disappearance of the sterling 
reserves will be felt most in the import trades, by industries that are 
significantly dependent upon overseas supplies and in various departments 
of the second plan during its remaining stages. 

Total imports in 1956-57 amounted to Rs 1,076 crores, an all-time 
record and an increase of Rs 326 crores over the previous year. Imports 
on private account were approximately Rs 625 crores, of which Rs 350 
crores were spent on capital goods and machinery. Imports of consumer 
goods have been drastically cut by various policy decisions during the year, 
and capital goods for the private sector may now be purchased only on 
extended credit terms. It will take some little time for these special measures 
to work their way through the economy, but their effect may be expected 
to begin to show in the final figures for trade and payments in 1957-58 

Against more than a thousand crores’ worth of imports, export earnings in 
1956-57 totalled Rs 637 crores and net receipts from “ invisibles ” were at 
the record figure of Rs 107 crores. ‘There is not a great deal of scope for 
increasing export earnings—though so far India has probably not been badly 
hit by the fall in commodity prices—-and the authorities have emphasized 
their determination to maintain India’s excellent record in the remittance 
of foreign profits and personal savings. It is clear that, until relief comes, 
the brunt of the crisis must be borne by the import programme. Ministers 
and officials have spoken of the possibility of rationing of some industrial 
raw materials. The cost of imported food grains rose sharply last year and 
in certain parts of the country—notably Bihar—the food outlook is causing 
renewed uneasiness. ‘There can be no doubt about the seriousness of the 
present situation, and In<ia’s chief trading partner, no less than the authorities 
in New Delhi, will wait anxiously for signs of the turning of the tide. 
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‘HE pace of the inexorable appearance of new books on economics 
and all aspects of finance, not to speak of serious articles in the 
journals, leaves most people a little bewildered. In an attempt to 
strike some pattern in the latest outcrop and to point to its more 
significant elements, we attempt each December this survey of the new 
books that have come to our attention in the past year—always with the warn- 
ing that, inevitably, both the selection and the comment must be subjective. 
The major contributions this year seem to have been in the field of inter- 
national payments, with a spate of volumes analyzing post-war experience 
and pointing to the future with suggestions on how to deal with long-term 
stresses, and above all the relationship with the dollar. In the sphere of 
banking, besides the late Sir Henry Clay’s biography of Lord Norman 
(considered at length in our June issue), two of the most significant contri- 
butions have come from Professor R. S. Sayers. In his Lloyds Bank in the 
History of English Banking*—officially commissioned by Lloyds and pub- 
lished last month—Professor Sayers has interpreted his task even more 
widely than the title suggests; we hope to publish a full review article 
next month. ‘The other volume, Central Banking after Bagehot, is a collec- 
tion of ten papers written in the past few years; only three of these have 
previously been printed in English, and two of the remainder are new. 
The book includes historical surveys of open market operations in English 
central banking and of the use of Bank rate in England in the twentieth 
century; there are analytical discussions on central banking in under- 
developed countries, and on official management through variation in reserve 
requirements. Here Professor Sayers confirms the conclusion that these 
techniques are unnecessary in Britain provided that the authorities are 
prepared to press open market operations far enough; he argues that these, 
rather than variations in the required liquidity ratio, should be the instru- 
ment of inducing the banks to curtail their advances or investments. 
Much interesting light is shed on the problem of monetary control by a 
booklet on Orthodox Credit Control in Post-War Conditions. ‘This sum- 


* Publishing details of this and all other books mentioned in this article are given in a 
classified list on pages 817-820 of all publications received during the year. 
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marizes the experience and difficulties of many European countries in 
recent years, as expressed by practical bankers in their answers to a 
questionnaire prepared by Sir Frederick Leith-Ross. Despite the variation 
in techniques—continental countries have traditionally used a wider range 
of credit controls than Britain—the overriding post-war problem has been 
similar: how to maintain the impact of the monetary weapon in the face of 
the deadening effect of high taxation, large public sectors and the uncer- 
tainties discouraging international movements of funds in response to 
interest differentials. 


New Thought on the Dollar 


Among the books on international payments, pride of place must go to 
Sir Donald MacDougall’s The World Dollar Problem, appraised at some 
length in our September issue. Sir Donald’s fears of a continuing dollar 
gap are shared by Sir Geoffrey Crowther in three lectures given at the 
Harvard Business School in April, under the misleadingly forbidding title 
Balances and Imbalances of Payments. Sir Geoffrey packs more thought 
into sixty small pages than most authors manage in their bulky, encyclo- 
paedic surveys. Lucidly and penetratingly, he recalls how since the war 
the economy outside the Communist sphere has become divided into two 
worlds—instead of one as was hoped, and twenty as was feared. Within 
each compartment, payments are reasonably free and stable because they 
can be balanced reasonably smoothly by adjustment of exchange rates and 
of domestic policies. But between the two groups the mechanism cannot 
be expected to work, owing to the size of the imbalance, the lack of gold 
and dollar reserves, and America’s continuing lead in technology. Sir 
Geoffrey estimates that the annual dollar gap opened by unrestricted pay- 
ments would be more than three times as great as the capacity of the 
non-dollar world to absorb United States investment fruitfully. Hence he 
places little faith in the possibility of one world, and sees the prime need 
as the maintenance of the not inconsiderable benefits of only two. 

The practical issues arising from the dollar gap are discussed more fully, 
if less incisively, in International and Inter-regional Economics by Seymour 
Harris, aimed principally at the student, and including a discussion of the 
theory. Professor Harris concludes that the problem can best be solved by 
the United States letting up in some of its export markets and continuing 
its foreign aid and lending, rather than by trade liberalization. Professor 
Robert Trifhin’s study of Europe and the Money Muddle presents an analysis 
of the post war problems of inflation and monetary rehabilitation, and out- 
lines the history of the various new institutions. ‘This book concerns itself 
largely with matters of policy—although it may be doubted if the author 
can to-day be so certain of his conclusion forecasting quick progress towards 
a restoration of formal dollar convertibility in Europe. Mr ‘Triffin stresses 
the need for more regional co-operation—he suggests the formation of a 
clearing house for European central banks. Certainly, co-operation in this 
sphere will be more desirable than ever when the free trade plans take 
effect. Another suggestion is termed the “ internationalization of inter- 
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national money reserves’’. Unfortunately, the suggested increase in the 
resources and power of IMF is to-day far from practical politics. 

A rather shorter work on United Kingdom Trade with Europe, by F. V. 
Meyer, the fruit of a Council of Europe research fellowship, unfortunately 
carries the post-war statistics little further than 1953. But the statistical 
study of the eftect of changes in trade policy since the 1930s is useful, and 
leads Mr Meyer to conclude that the proportion of United Kingdom trade 
with Europe, hitherto fairly stable, should be increased. The related 
question of payments is considered by Mr J. O. N. Perkins in an analysis 
entitled Sterling and Regional Payments Systems, but conclusions are less 
firmly drawn. An interesting French view of these problems is presented 
by Jean de Sailly in his La Zone Sterling. Finally there are two quite 
lengthy historical assessments. International Monetary Policy, by W. M. 
Scammell, in fact deals mainly with post-war international monetary 
co-operation and institutions, and may be found useful by students, while 
The Marshall Plan and its Meaning, by H. B. Price, is a more specialized 
work of administrative history. Michel Moret’s L’Echange International 
gives the reader of French a comprehensive and advanced analysis of the 
theory of international trade. 


Economic Fluctuations —Contrasting Views 


In the field of descriptive and theoretical economics, this year’s crop has 
been full and variegated. Erik Lundberg presents an illuminating analysis 
of recent Swedish economic history in his Business Cycles and Economic 
Policy. Swedish experience is pertinent to the United Kingdom. Both 
economies are specially vulnerable to boom or recession abroad, in both 
powerful trade unions are ranged againc* tightly organized industries, and 
both combine a dread of unemployment with a high level of social welfare. 
In a study of The American Economy, J. L. Hansen discusses the experience 
of the past twelve years from his unchanged Keynesian viewpoint, and 
devotes three chapters to the 1946 Employment Act which he describes as 
“that Magna Carta of economic planning”. Mr Hansen proclaims his 
agreement with the Act in its aims of maximum employment, production 
and purchasing power; price stability gets a lower priority. He goes on to 
assert that there has been no inherent contradiction between full employ- 
ment and sound money—but he defines sound money as a conjuncture in 
which prices rise by less than production. Dr L. A. Hahn will have none 
of this; the whole of his Commonsense Economics is a broadside attack on the 
Keynesian approach, shrewder than much of the familiar German criticism. 
With a praiseworthy absence of jargon Dr Hahn expounds his theoretical 
system where “‘ the propensity to work and not the propensity to spend is 
the foundation of national wealth”. Probably both Keynes’s strongest 
disciples and his root and branch critics do him the injustice of placing 
undue emphasis on his prescriptions for particular policies—rather than 
applying his methods to the circumstances of our own day. 

The most interesting theoretical contributions are perhaps five Studies 
in the Quantity Theory of Money, edited by Milton Friedman, containing 
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a masterly restatement of the theory by him together with four empirical 
analyses by other members of Chicago University. ‘The abstract presenta- 
tion and liberal use of mathematical symbols make this book forbidding to 
the layman, but it should provide those who can digest it with some timely 
food for thought. Among the most interesting results is the reminder that 
the velocity of circulation is sensitive not only to the level of interest rates 
and the expectation of future movements in prices and interest rates, but 
is influenced also by the level of income; as real income increases, it is 
found, desire to hold money usually increases more than proportionately. 
On a less advanced level, A. C. L. Day in his Outline of Monetary Economics 
presents a survey of the modern theory of employment and income, and of 
international trade. Mathematics is strictly relegated to an appendix, and 
there are valuable descriptive sections on Britain’s monetary system, and on 
international institutions. ‘This is a textbook better than most. 

The abstractions of welfare economics often seem, to more prosaic minds, 
to resemble those earnest medieval disputations which debated just how 
many angels could dance on a pin-head. Five years after the publication 
of his Critique of Welfare Economics, I. M. D. Little has brought out a 
second edition incorporating some of the ideas developed in recent con- 
troversies. Mr Little repeats his assertion that economic concepts such as 
‘real income ”’ are necessarily subjective and emotive. He suggests two 
criteria as a rough guide to what economic changes are desirable: that the 
resulting redistribution of income should be considered good in a sub- 
jective sense; and that the potential losers should not, hypothetically, be 
able to bribe the potential gainers to oppose the change. In a new book 
entitled Theoretical Welfare Economics, Mr J. de V. Graaf turns a great deal 
of heavy mathematical artillery on the subject and concludes that the 
economist is more fruitfully employed in analyzing the economy as it exists 
rather than in making prescriptions based on some abstract welfare theory. 
The layman may be inclined to agree. 

Somewhat below these rarefied heights—and casting a mischievous and 
revealing glance on them—the first volume of Professor Sir Dennis Robert- 
son’s Lectures on Economic Principles deals with the theory of value, demand 
and supply, and the firm; a second volume is promised on the distribution 
of income, and on money and the trade cycle. Of more interest to the 
general reader, although important for the specialist, is E. S. Mason’s 
discussion of Economic Concentration and the Monopoly Problem—a work of 
exposition and theory rather than of precept. On the side of labour, the 
results of a conference of the International Economic Association, collected 
and edited by J. ‘IT. Dunlop in The Theory of Wage Determination, contain 
much interesting analysis and some new factual material, especially on 
France. One striking conclusion of the American economists is that trade 
union organization has made their labour market more efficient than any 
realizable form of “‘ perfect competition ” could have done. 

In a well-ploughed field, The Economics of Under-developed Countries 
receives elegant and experienced treatment from P. T. Bauer and B. S. 
Yamey. They stress the limits to the rate of growth that can be financed 
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by taxation or a budget deficit while still expanding the range of economic 
choice open to the individual. ‘The Speeches of T. T. Krishnamachari shed 
an interesting light on the practical aspects of a development plan, as 
expressed by the Indian Finance Minister during the past year; and his 
predecessor, C. D. Deshmukh, gives an authoritative view of Economic 
Developments in India, 1946-56. 

Three useful books have appeared on the evolution of recent monetary 
policy and the banking structure in Europe. The series of lectures at the 
International Banking Summer School was this year on a more specific 
theme, the Relations Between Central Banks and Commercial Banks, and the 
result has been rewarding. ‘The German paper by Dr Otto Veit draws on 
his longer study of Changes in Monetary Policy and their Consequences in 
various countries. Dr Veit, and the other lecturers at the school, discuss 
the shift of policy towards influencing the supply of money rather than the 
demand for it. ‘The development of French Banking Structure and Credit 
Policy since 1945 is covered in detail by J. S. G. Wilson. Mr Wilson traces 
the evolution from the sole reliance on administrative control, to the develop- 
ment of additional weapons such as the ceiling on re-discounts at the Bank 
of France and minimum bank holdings of short-term government securities, 
and thence to the use of a more effective Bank rate policy from late in 1951. 

Every bookshelf of economic histories is graced by a new book by C. R. 
Fay, and his study of Adam Smith and the Scotland of his Day matches the 
charm of his other works. Another specialized but readable narrative is 
S. B. Baxter’s The Development of the Treasury, 1660-1702. ‘The story of 
these early years makes fascinating reading: this reminder of bribery and 
corruption may help to set in perspective lapses in other countries 1n our time. 

In the historical sphere, by a pleasant coincidence, the year has seen 
studies of both Lloyds and Lloyd’s. The story of Lloyd’s is an integral 
part of the story of the City, and D. E. W. Gibb’s Lloyd’s of London, a 
warmly sympathetic chronicle, is an admirable complement to the official 
history that appeared nearly thirty years ago. This is not an official history, 
but it is much more than popular journalism. ‘The name of Edward Lloyd 
has long been renowned: he founded a cbffee house, and the coffee house 
insured the world. In its association of individual insurers, Lloyd’s is not 
paralleled anywhere in the world. Mr Gibb describes the evolution, the 


- 








_TURKIYE GARANTI BANKASI A.O. 


HEAD OFFICE: ISTANBUL 
CAPITAL: T.L. 10,000,000 


; 45 Branches in Principal Cities of Turkey 
| Correspondents throughout the World 


ALL BANKING TRANSACTIONS : 
EQUIPPED TO ASSIST PROSPECTIVE FOREIGN INVESTORS IN TURKEY / 











804 





int 
“7 
thi 
CO} 
fis 


fin 
pre 





great men who shaped Lloyd’s, the slow development of regulated asso- 
ciation (never at the expense of the basic principle of individual liability), 
and the institution as it is now, doing a great deal more than the marine 
business on which its fame is based. This is a worthy addition to the 
City’s histories—presented in a volume that it is a pleasure to handle. 


Banking History, Practice and Law 


The sumptuously produced business history has now become almost a 
commonplace. Happily, some of this year’s efforts in the banking field are 
less introspective than is usual. ‘The Banque Nationale Suisse celebrates its 
half-centenary with a massive review (in French) of its activities over this 
period, filled in against the background of the development of the Swiss 
economy. ‘The centenary of the Credit Suisse is celebrated with a history 
in English. <A beautifully produced volume, this time in German, marks 
the seventy-five years of Bankhaus Hardy and Co with a review of the 
past fifty years of banking in Berlin by Erich Achterberg, and of the past 
century of the German economy—this brightly illustrated by numerous 
charts. Dr Achterberg has also written a series of portraits of eminent 
Frankfurter Bankherren, among them the five Rothschilds. From the 
United States comes a comprehensive but unofhcial history of the American 
Bankers’ Association, prepared by Wilbert Schneider. 

In the field of banking practice and law rather little has been published 
this year: a fourth edition of an old friend, now called Fones’s Studies in 
Practical Banking, and edited by J. Milnes Holden; a second edition of Dr 
Holden’s own Securities for Bankers’ Advances, which is already an estab- 
lished banking text; a supplement to C. L. Lawton’s Law of Trustee Savings 
Banks, which brings the law up to September, 1957; and a new book, L. C. 
Mather’s Banker and Customer Relationship, a collected series of magazine 
articles which may come to rank as a companion to the older Jones—but it 
deserves a better format. In the banker’s more specialized fields, too, 
there have been mostly only new editions: The Finance of Overseas Trade, 
brought closely up to date in a third edition; a seventh edition of Keeton’s 
Law of Trusts; a fifth of Bailey’s Law of Wills; a twenty-second of Spicer 
and Pegler’s Income Tax and Profits Tax—all of them works of good reputa- 
tion. But the banking student has at least been offered a new introduction 
to his legal studies: The General Principles of English Law was written for 
examination candidates (including specifically those of the Institute of 
Bankers), and covers the field briefly and well. 

For the income tax specialist, in the banks and out of them, there is 
interesting new fare. The Harvard Law School has embarked upon a 
‘World Tax Series ’’; the two volumes published so far cover taxation in 
the United Kingdom and in Brazil. The United Kingdom volume is 
comprehensive and concise, and in its description of the framework of 
fiscal law and practice fills a gap in the list of reference books. 

New and interesting ground is covered, too, in some other practical 
financial and commercial fields. Pension Schemes and Retirement Benefits 
provides a detailed study of this very topical subject, and examines in the 
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light of the 1956 Finance Act the advantages and disadvantages in particular 
circumstances of the many possible plans, with particular note, of course, 
of their tax implications. Another topic which has been in the news (and 
will be more so in the new year) is dealt with in Restrictive Trade Practices, 
a “‘ business man’s guide to the Act ”’; the lawyer will turn for more refined 
detail to one or other of the larger works that have already appeared, but 
the business man who thinks he may be directly or indirectly affected by 
the Act will find it an excellent first answer to his questions. ‘The business 
reader may make a note, too, of Business Lettings, an apparently exhaustive 
textbook on a subject of common enough interest which, curiously enough, 
is not normally treated as a separate topic; the book fills an odd gap in the 
business library. And P. S. Atiyah’s The Sale of Goods, on the face of it 
a law textbook, may also just qualify for the same shelf, for the author has 
not only surveyed the law but has “‘ attempted to search out and examine 
some of the dark corners ’’. 

Two new books on accounting may be briefly noted. The smaller of 
them, 7op Management Accounting, will be the more useful and interesting 
to the business man: in 70 pages it outlines the principles of this still new 
arm of accountancy and is of potential value to a great many people in 
commerce and in industry. At a level to which not every layman will be 
able to climb comes The Interpretation of Accounts, a collection of lectures 
of the first Stamp-Martin Professor of Accounting, F. Sewell Bray. 

Students of practical investment will welcome another edition of F. E. 
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Armstrong’s Book of the Stock Exchange, a standard text. On a rather 
more academic level James E. Walter discusses the Role of Regional Security 
Exchanges in the United States, a useful book both for economists and for 
anyone managing investments in North America. 

Once again the United States has turned out a vast amount of statistical 
economic research. Each of the monographs of the National Bureau of 
Economic Research, fully listed on page 818, contains extensive information 
and analysis valuable to the specialist in these fields. Problems of Capital 
Formation and Problems in the International Comparison of Economic Accounts 
can perhaps be chosen as the two works of most general significance. The 
Federal Reserve Board has published a mammoth six-volume study on Con- 
sumer Instalment Finance, designed to provide a factual and analytical back- 
ground to the question of the use of controls on consumer credit. Despite, 
or perhaps because of, the resources available for this task, the result appears 
surprisingly nebulous and indigestible. Nevertheless, since so little worth- 
while literature is available on this subject, Parts I and II of the first volume 
are perhaps the best primer on instalment credit so far available. Beside 
this enormous and energetically compiled transatlantic output, the efforts 
of the United Kingdom seem sparse. But there have been a number of 
timely studies, in particular Company Income and Finance 1949-53, in which 
the National Institute of Economic Research has compiled extensive infor- 
mation on the sources and uses of capital funds. 

In the analytical field, the specialist will find much of value and interest 
in a collection of papers, edited by T. Barna, on The Structural Inter- 
dependence of the Economy, with contributions under such noted names as 
W. Leontief. These papers cover the increasingly important techniques of 
input-output analysis, linear programming and process analysis. In the 
lower reaches, Statistics in Theory and Practice by L. R. Connor, provides 
a useful textbook for the beginner. Of more general interest, Ely Devons 
has produced an excellent /ntroduction to British Economic Statistics. ‘This 
gives a very useful digest of sources, and points out many of the pitfalls 
to avoid in interpreting current data. 

There have been several interesting descriptive and historical works in the 
industrial field. In Industrial Trade Associations, Political and Economic 
Planning present an extensive analysis of the activities of the thirteen 
hundred trade associations to which some nine hundred British firms that 
were investigated were found to belong, together with a register of these 
associations. ‘The history and growth of nuclear power generation in the 
United Kingdom is ably discussed, in terms comprehensive to the layman, 
in The Economics of Atomic Energy by Mary Goldring, and Atomic Power— 
An Appraisal presents the collected papers of a number of high authorities 
at an informal seminar held in 1956 under the auspices of the World Bank. 
In The Cotton Industry in Britain, Mr R. Robson, the director of economics 
and statistics at the Manchester Cotton Board, outlines the history in detail. 
Finally Coal and Steel in Western Europe, written jointly by N. Pounds and 
W. Parker, covers the history of these basic industries from the eighteenth 
century to the operation of the Coal-Steel Community. 
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LITTLE surprisingly, follow- 

ing its insistence on the need 

for continuing restraint, the 
Federal Reserve Board approved in 
mid-November a reduction of } per 
cent to 3 per cent in the official redis- 
count rate of four district Reserve 
Banks—New York, Atlanta, Richmond 
and St Louis. Other centres followed 
in the now customary pattern. At the 
subsequent offering of Treasury bills, 
the rate dropped from 3.473 to 3.145 
per cent. The Treasury also took 
advantage of the turn in the market 
by offering a 17-year bond at 3f§ per 
cent—the first long-term offering since 
mid-1955. 

This marked the first firm move 
towards cheaper credit—aside from 
mild open-market operations to meet 
seasonal influences and temporary dis- 
turbances—since the Board turned from 
its policy of “ active ease’”’ early in 
1955. Rediscount rates have since been 
raised in six successive steps, each of 
} per cent until the increase this 
August from 3 to 34 per cent. After 
early October the authorities abated the 
intensity of their restrictive pressure; 
but a clear-cut signal such as the 
4 per cent cut in the discount rate 
had not been expected so soon. 

Mr William McChesney Martin, 
chairman of the Reserve Board of 
Governors, seems to have experienced 
quite a sudden change of mind, since 
as late as November 6 he was defending 
‘‘ monetary restraint’’ against highly 
placed critics who were telling him: 
“I think you are right. But Mr 
Martin, if you don’t change quickly, 
it will be too late’. However, such a 
rapid change of front does not invalidate 
the accuracy of his underlying diag- 
nosis that only a tough money policy 


could exorcise price inflation. Mr 
Martin has always insisted on the need 
for overnight adaptability. in credit 
policy, especially when the economy is 
as nicely balanced as it has been in 
recent months. 


Fall in Output 


The two immediate influences in the 
Fed’s move, as the article on page 767 
points out, were the forecasts of an 
appreciable decline in business invest- 
ment next year and the sharp drop in 
current output. On the day after the 
cut in the discount rate, the Fed an- 
nounced that its seasonally adjusted 
index of industrial production for the 
month of October had declined to 
142 per cent of the 1947-49 base. 
September’s level was 144 and the 
peak was reached at the turn of the 
year with 147. 

October’s movement was the first 
significant indication of downturn, but 
recent levels are not far below the top. 
Despite a substantial falling-off in 
new orders and other evidence of 
slackening in basic industries—offset by 
strong upward signs in construction— 
there is still general justification for 
one comment, made by an Adminis- 
tration official just before the Fed’s 
action. ‘“ So far’’, he said, “‘ changes 
can be measured in psychological terms 
rather than in terms of statistics’. 
But this does not apply to the statistics 
projecting future movements. 

Banking trends, too, give the appear- 
ance of foreshadowing at least a mild 
downturn in coming months. Figures 
covering all commercial banks to end- 
September show that the rise in all 
loans this year has amounted to little 
more than $3,000 millions. This is 
little more than one-half the increase 
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registered in 1956. More significantly, 
between end-June and end-October, 
commercial loans of weekly reporting 
member banks of the Reserve System 
showed a decline of about $700 mil- 
lions, contrasting sharply with the rise 
of about $2,500 millions shown for the 
comparable period a year before. ‘These 
trends would have brought a general 
easing of interest rates fairly soon with- 
out any aid from the Fed. 

In mid-November, at least, the re- 
versal of monetary policy might have 
been regarded as less than decisive. 
With the President forecasting “‘ sub- 
stantial ’’ increases in defence expendi- 
tures, the pattern of the 1958 budget 


and tax rates remained in some uncer- 
tainty. And there was then a consider- 
able debate over the general impact of 
Federal and industrial plans to meet 
the challenge of the Soviet Union in 
terms of rocket engineering and missile 
development. But prevailing evidence 
was that industry will remain, for some 
time ahead, without a decisive stimulus 
and that the Reserve Board had thus 
arrived at a real turning point in policy. 
If this is so, more aggressive moves 
might be made through a reversal of 
the direction of open-market operations 
—which has not yet taken place—or 
even a general reduction in the reserve 
requirements of commercial banks. 


American Economic Indicators 


1954 


Production and Business: 
Industrial production (1947-49 = 100). . 
New plant and equipment (billion $).. 


Construction (billion $) 
Housing starts (000 units) 


Business sales (billion $) ., -. 474 52.3 54.8 


Business stocks (billion $) 
Merchandise exports (million $) 
Merchandise imports (million $) 


Employment and Wages: 


Non-farm employment (million) 
Unemployment (000s) . 
Unemployment as % labour force 
Hourly earnings (mfg) ($) 
Weekly earnings (mfg) ($) 


Prices: 
Moody commodity (1931 = 100) (it~ High 


441 418 442 
402 390 402 


1957 


1955 1956 





July Aug 


125 139 143 144 145 144 142 
Gross private investment (billion $) .. 48.4 60.6 65.9 — 65.5 


26.8 28.7 35.1 37.2 37.2 
39.6 44.6 46.1 45.9 47.3 47.7 48.3 
101.7 110.7. 93.2 99.9 95.0 90.0 95.0 
57.4 57.0 S563 — 
75.5 81.7 89.1 91.0 91.3 914 — 
1,259 1,296 1,590 1,692 1,678 1,541 — 
851 949 1,051 1,146 1,042 1,008 — 


48.4 50.1 $51.9 52.8 52.8 52.6 52.5 
3,230 2,654 
5.0 4.0 737.6USesllC GCS 

1.81 1.88 1.98 2.07 2.07 2.08 2.08 
71.86 76.52 


2,551 3,007 2,609 2,552 2,508 
4.6 


79.99 82.18 82.8 83.2 82.16 


\ 431 418 394 384 


Farm products (1947-49 = 100) 95.6 89.6 88.4 92.8 93.0 91.0 91.5 
Industrial (1947-49 = 100) 114.5 117.0 112.2 125.7 126.0 126.0 125.7 
Consumers’ index (1947- 49 = 100) 114.8 114.5 116.2 120.8 121.0 121.1 121.1 
Credit and Finance: 
Bank loans (billion $) 70.6 82.6 90.3 92.3 92.8 934 — 
Bank investments (billion $) 85.3 78.3 74.8 73.00 73.1 72.9 — 
Bank loans (partial) (billion $). . 22.4 26.7 31.3 31.7 32.0 32.4 31.8 
Consumer credit (billion $) 32.3 38.7 41.9 42.4 42.9 430 — 
Treasury bill rate(%) .. 0.95 1.75 2.66 3.17 3.4 3.58 3.59 
US Govt Bonds rate (%) 2.71 2.94 3.11 3.63 3.63 3.72 3.84 
Money supply (billion $) .. 209.7 216.6 222.0 221.0 220.0 2209 — 
Federal cash budget (+ or —) (mill $) -1,072 -740+5,524 — -2,446 — = 


Notes—Latest figures are preliminary or 
estimated. Yearly figures are given for 
private investment and equipment for 
1954-56 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1954-56. Business sales and stocks, 
money supply, bank loans and consumer 


credit show amounts outstanding at the end 
of the period. Moody’s commodity index 
shows high and low 1954-56, and end- 
month levels. Weekly bank loans are derived 
from partial returns only. Budget figures 
are cash totals. Quarterly figures are shown 
in the middle month. 
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FROM ADEN TO TOKYO, wherever your Eastern travels take you, he will not be far away. 
He is the local manager of 'The Chartered Bank. He is there to serve you—and no one 
is better qualified to do so. The Bank which he represents links East and West through 
a system of branches which extends to most centres of commercial importance through- 
out Southern and South Eastern Asia and the Far East. Those branches provide 
complete and up-to-date banking services, sustained by wide knowledge and long 
experience of Eastern trade, travel and investment. In particular a highly effective 
credit information service and skilled assistance and advice are available to merchants 
and manufacturers seeking new business connexions in Asian markets. 


THE CHARTERED BANK 


(Incorporated by Royal Charter, 1853) 


HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C. 2 


Branches in the United Kingdom at Manchester and Liverpool. | 
Agencies at New York and Hamburg. 
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INTERNATIONAL 
REVIEW 





ARGENTINA 


Big London Credit—A syndicate of 
seven British banks headed by Baring 
Bros is to finance a contract awarded to 
British manufacturers for the supply of 
some ¢,30 millions of electrical generating 
machinery for greater Buenos Aires. ‘The 
money is to be advanced to the manu- 
facturers by the syndicate as the work 
proceeds. Argentina is to repay 40 per 
cent of the total over five years in instal- 
ments of 8 per cent per annum, and the 
remaining 60 per cent in ten six-monthly 
instalments. Interest on the outstanding 
amount of the loan will be payable at 
a rate of } per cent above the current 
London Bank rate. 


New Dollar Credits—A group of nine 
American commercial banks has granted 
Argentina a revolving credit of $27 
millions for a period of one year to be 
used for financing the country’s dollar 
trade. In addition a further credit of 
$15 millions has been secured from the 
US Export-Import Bank for financing 
private industrial development. 


Banking Reform—A series of banking 
reforms has been announced by the 
Treasury Minister, Dr Vasena. ‘The 
changes, which are mainly those recom- 
mended by the Prebisch report in 
January, 1956, have as their main purpose 
the modification of the highly centralized 
system of controlling bank credit de- 
‘veloped during the Perdén regime. In 
future, the commercial banks will no 
longer act as agents of the central insti- 
tution when taking deposits, and de- 
posits made available to the central bank 
under this arrangement in the past will 
be returned. ‘The commercial banks 
will also resume full responsibility for 
their lending. As an anti-inflationary 
safeguard, the change-over from the old 


system to the new will be effected in 
stages in the case of those banks whose 
deposits with the central bank materially 
exceed their re-discounts there. 


AUSTRALIA 


First Trade Deterioration—The trade 
surplus in October, at {£A23 millions, 
was £A18 millions smaller than in the 
corresponding month of last year, re- 
versing the long trend of improvement. 
It is being estimated that the fall in the 
price of wool and the failure of the 
wheat crop in certain parts of the 
country may mean that export earnings 
in the trade year ending on June 30, 
1958, will be some £A100 millions 


smaller than in the previous twelve 





WILLIAM H. MOORE 
Chairman, Bankers’ Trust Company 








months. A proposal to import wheat to 
make good losses from the drought has 
been turned down because of the stresses 
this would impose on the country’s ex- 
ternal payments, particularly in dollars. 


BELGIUM 


Money Market Plans — The Finance 
Minister, M. Henri Liebaert, has an- 
nounced that important reforms in the 
Belgian monetary system are to be car- 
ried out with the object of giving Bel- 
gium an effective money market in which 
the laws of supply and demand can 
operate. Among the changes to be 
made, the Minister said, would be a 
modification of the commercial banks’ 
cover obligations. The compulsory 
holdings of Treasury paper would be 
stabilized at the figure obtaining on a 
given date. Thereafter the banks would 
be required to use any increase in de- 
posits for tendering for bills issued by 
the Fonds des Rentes, a Government 
stock equalization authority. At the 
moment, such increases must be devoted 
to the extent of 65 per cent to the pur- 
chase of ‘Treasury certificates. A fall in 
deposits would thus have its first reper- 
cussions upon the Fonds des Rentes 
instead of (as at present) on the Treasury. 
But the Fonds could soften the impact 
if necessary by having recourse to the 
central bank. It is also intended to 
create a market in short-term ‘Treasury 
certificates (fifteen days to four months), 
while certificates maturing over periods 
ranging up to twelve months are to be 
issued, by tender. 

Attracting Bank Deposits—To help 
the drive to bring money into the banking 
system from note hoards, the Finance 
Ministry has sanctioned the payment of 
higher interest rates on bank deposits. 


CANADA 


Interest Rates Turn Down — The 
upward movement in interest rates has 
been halted and in some measure re- 
versed, partly as a result of the easier 
turn in rates in the New York market 
and partly because of the slackening in 
business activity in Canada. The 
authorities have given official recog- 
nition to the new trend by reducing the 
interest rate charged by the Industrial 
Development Bank, a subsidiary of the 
central bank, from 6} to 6 per cent. 


Trade Mission to Britain—A _ large 
delegation of business men and Govern- 
ment officials has visited Britain to ex- 


plore the possibilities of increasing the 
volume of trade between the two coun- 
tries by diverting a portion of Canada’s 
imports now taken from the United 
States. ‘The Canadian Exporters Asso- 
ciation has suggested a long-term educa- 
tional programme in Canada “ to bring 
about a desire for Commonwealth pro- 
ducts as against similar products of the 


US ”’. 
COLOMBO PLAN 


Asia’s Problems—The final com- 
muniqué on the ninth Colombo Plan con- 
ference held in Saigon in the second half 
of October sets out the main problems 
confronting development in Asia, laying 
particular stress on the danger that the 
pace of development may outrun avail- 
able resources. It points out that, while 
there was a further increase in income 
per head in the region as a whole last 
year, most countries within it also experi- 
enced a deterioration in their external 
payments, a comparatively rapid expan- 
sion in the money supply and a marked 
increase in inflationary pressures. 


Outside Aid—The communiqué draws 
attention to the importance of the part 
that private investment is playing in 
promoting development, and welcomes 
the encouragement given by many mem- 
ber countries to foreign participation. 
It states that economic and technical 
assistance from donor _ countries 
amounted in 1956 to $1,000 millions. 
Total outside aid received since the 
Plan’s inception in 1951 is estimated 
at $3,500 millions, of which the World 
Bank is said to have been responsible for 
about $550 millions. 


' EASTERN GERMANY 


Cyrrency Exchange Result—The East 
German authorities have announced that 
the recent compulsory exchange of bank 
notes resulted in currency valued at 600 
million marks being confiscated or ren- 
dered useless. This is apparently about 
11 per cent of the currency circulating 
in the region. 


EGYPT 


Financial Talks—The talks between 
Britain and Egypt to resolve outstanding 
financial issues were resumed in the 
first week of November. 

Suez Mediator—Mr Eugene Black, the 


president of the World Bank, agreed to 
an Egyptian proposal last month to 
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mediate between Egypt and the share- 
holders of the Suez Canal Company on 
the question of compensation when the 
two sides are ready to start talks. After 
his short visit to Cairo, Mr Black denied 
rumours that the bank intended to make 
a loan to Egypt. 


Trade Mission to Africa—A _ trade 
delegation is to tour African countries 
to try to open up new outlets for 
Egyptian exports. Another delegation 
has visited Japan to discuss the possi- 
bility of Japanese help for the Aswan 
Dam project. 


FINLAND 


“Two Currencies ”—In a survey of 
the initial results of ‘* index-linking ’’, 
the governor of the central bank, Mr 
Fieandt, declares that Finland is on the 
way .O creating two types of currency. 
One is the mark note issued by the Bank 
of Finland and used for all transactions 
for which no other arrangement is 
feasible. The other is the index-mark, 
which is becoming increasingly popular 
in long-term financing arrangements of 
all kinds. Mr Fieandt welcomes this 
development on the grounds thai the 
protection of savings against the erosion 
caused by reduction in the purchas- 
ing power of the currency will stimulate 
saving and thereby help to promote 
economic development. 


FRANCE 


No New Devaluation—M. Felix Gail- 
lard, head of the multi-party Govern- 
ment formed early in November to end 
the prolonged Cabinet crisis, stated 
after the extension of the August de- 
valuation of 20 per cent that there would 
be no further modification of the ex- 
change rate structure. Now that a 
realistic rate had been established, he 
declared, any modification would be 
contrary to the policy of stabilization 
which would be the new Government’s 
guiding principle. 

Saving the Franc—The new Premier 
has outlined a number of measures that 
are to be taken to put the country’s 
external and internal economic affairs 
on a sound footing. They include sub- 
stantial increases in taxes and cuts in 
Government spending, as well as price 
controls. Nevertheless, confidence in the 
franc has continued to be weak, partly 
because of the further losses of foreign 
exchange of the order of $100 millions 
during the Cabinet crisis. These are 


known to have reduced the reserves of 
the stabilization fund to around $50 
millions, leaving only the $570 millions 
of gold held by the Bank of France. 
Accordingly the franc remained at sup- 
port point against many other leading 
currencies during much of November in 
markets handling authorized transac- 
tions, while in free markets it weakened 
considerably. In Paris, the growth in 
the hoarding demand for gold coins 
and bars carried prices to new high 
levels. 


Bank Fills the Breach—The Govern- 
ment has sought and obtained Parlia- 
mentary approval for a loan of Frs 
250,000 millions from the Bank of 
France to enable it to cover Treasury 
disbursements on account of the budget 
deficit and to repay a loan of Frs 60,000 
millions obtained from the Bank for a 
period of three months in August. 


Dollar Loan for Air France—Air 
France has secured a loan of $784 
millions from United States sources for 
financing the purchase of American air- 
craft. Some $46 millions is coming 
from the US Export-Import Bank, while 
the remaining $324 millions is being 
provided by US commercial banks and 
the aircraft manufacturers. 


GERMANY 


Financial Reforms Ahead — The 
economic programme of the new ad- 
ministration formed after the September 
elections was outlined before the lower 
chamber at the end of October. Dr 
Adenauer stated that it would include a 
genuine and more thorough tax reform, 
legislation to strengthen savings incen- 
tives, a widening of the capital market 
and progressive de-control of rents. 


Freer Foreign Investment—As a fur- 
ther move to encourage German invest- 
ment abroad, the Bundesbank has 
authorized banks to grant credits for 
unlimited periods to non-residents and 
has lifted the ban prohibiting residents 
from depositing money with banks 
abroad for periods exceeding 180 days. 


Exchange Turn-round—The steep rise 
in external reserves in progress through 
the first eight months of the year was 
halted after the beginning of October, 
and in some recent weeks downward 
movements have been recorded. The 
change of trend is attributed to the 
exodus of some of the hot money that 
came to Germany in expectation of a 
revaluation of the mark. It is partly 
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attributable also to a tendency for Ger- 
man financial institutions to take advan- 
tage of the high rates obtainable on 
short-term investments in overseas mar- 
kets. A large German take-up of Dutch 
‘Treasury bills was reported recently and 
some German money is said to have 
gone to London. 


GHANA 


In GATT—Ghana has become a con- 
tracting party to the General Agreement 
on ‘Tariffs and Trade. The decision of 
the Ghana Government to’ invoke 
Article 35 of the Agreement enabling it 
to withhold most-favoured-nation treat- 
ment from Japan has drawn an expression 
of regret from the Japanese authorities. 
But Ghana has pointed out that it is 
prepared to trade with Japan on a 
friendly basis, that a Japanese trade dele- 
gation has recently been received in 
Ghana and that a delegation from Ghana 
will visit Japan during 1958. 


HONG KONG 


Limiting Textiles to Britain—'The 
possibility of the introduction of “ volun- 


b 


tary limits’”’ on the export of textiles 
from Hong Kong to Britain was explored 
by Mr F. J. Errol, Parliamentary Secre- 
tary to the Board of ‘Trade, during a 
visit to the colony early in November. 
Mr Errol is said to have been informed 
that textile manufacturers might now 
agree to the establishment of a ‘‘ reason- 
able ceiling ’’’ on exports to the United 
Kingdom market. ‘This would not be so 
low as to bring about a fall in such 
exports from current levels but would 
give Lancashire interests, which have 
been complaining of the threat to their 
markets in Britain from the inflow of 
cheap Hong Kong products, a guarantee 
against any sudden increase. 


INDIA 


Reducing Sterling Cover—Drawings 
on external reserves have continued and 
the Government has accordingly author- 
ized the suspension of the obligation 
previously imposed on the Reserve Bank 
to maintain a sterling cover for the note 
issue of not less than Rs 3,000 millions. 
The move is discussed in detail in an 
article on page 795. 





Banking Services in New Zealand 


BANKERS and their customers who require a comprehensive banking 

service covering financial, trade or travel requirements are cordially 

invited to avail themselves of the facilities provided at over three 

hundred and eighty Branches and Agencies and a special Trade 
Enquiries Department at Wellington of the 


BANK OF 
NEW ZEALAND 


Incorporated with Limited Liability in New Zealand in 1861 


The Bank that conducts the largest 
banking business in the Dominion 


LONDON OFFICE: 1 QUEEN VICTORIA STREET, E.C.4 


A. R. FRETHEY, Manager A. E. ABEL, Assistant Manager 


HEAD OFFICE : WELLINGTON, N.Z. 


R. D. MOORE, General Manager 








Branches also at MELBOURNE and SYDNEY (Australia) ; APIA (Samoa) ; 
SUVA, LAUTOKA, LABASA, BA and NADI (Fiji) with agencies at 
Marks Street, Suva, Nausori and Nadi Airport. 
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Russia’s Credit—An agreement has 
been signed with the Soviet Union pro- 
viding for the utilization of the credits 
totalling Rs 620 millions offered to India 
last year. ‘The money will be spent on 
development projects concerned mainly 
with the exploitation of natural resources 
and the construction of heavy machine- 
building plants. It is to be repayable by 
twelve annual instalments beginning a 
year after the completion of Russian 
deliveries of the equipment for each 


enterprise. It will bear interest at 
25 per cent. 
Request to Germany — India has 


asked Germany for a postponement of 
repayment obligations in respect of 
credits granted in earlier years for pur- 
chases of German capital goods. 


IRAN 


Steelworks from Germany ?—'T'alks 
have been proceeding with representa- 
tives of a consortium of German con- 
cerns on a proposal to set up a steelworks 
at Aznah, 250 miles from Teheran, at a 
cost of between £20 millions and £25 
millions. It is hoped that the German 
firms will provide a substantial part of 
the finance and _ undertake technical 
supervision of the project during the 
running-in period. 


IRAQ 


£10 mns Gold for Sterling—During 
a visit to London, the Iraqi Minister of 
Finance gained the approval of the 
British authorities for a proposal that the 
United Kingdom should release, in ex- 
change for sterling, £10 millions of gold 
from the central sterling area reserves to 
strengthen the hard currency portion of 
Iraq’s currency reserves. Under a pre- 
vious agreement Iraq purchased £5 
millions of gold from the United King- 
dom for this purpose. 


ISRAEL 


Trade Balance’ Improving — ‘The 
governor of the central bank, Dr Horo- 
witz, has stated that Israel should 
become independent of foreign capital 
imports within ten years. He pointed 
out that in spite of the tremendous 
expansion in imports of capital goods, 
the country’s foreign trade deficit— 
about $250 millions a year—had not 
increased materially since 1949. With 
production rising at a rate of between 
10 and 12 per cent a year, Israel was 
becoming self-sufficient in many essen- 


tial goods that had previously had to be 
imported, while output for export was 
growing rapidly. In the first eight 
months of 1957, exports rose by some 
25 per cent, whereas imports showed an 
increase of only 10 per cent. This raised 
the proportion of imports covered by 
exports from 31 to 36 per cent. 


JAMAICA 


Foreign Capital Needs—The Finance 
Minister of Jamaica, Mr Noel Nether- 
sole, has stated that his Government 
proposes to raise approximately {18 
millions by external borrowing in the 
three years ending in March, 1960. It 
was intended to obtain as large a propor- 
tion of this amount in the London 
market as the United Kingdom authori- 
ties would approve. ‘The remainder 
would be secured in the United States 
and Canada. 


JAPAN 


Threat to Recovery ?—-lhe Finance 
Minister, Mr Ichimada, has expressed 
the belief that the Government’s finan- 
cial measures have succeeded in reversing 
the drain on the country’s foreign ex- 
change reserves. He claimed that the 
balance of payments began to show a 
surplus in September but pointed out 
that the slackening in world economic 
activity might have adverse effects on 
Japanese export markets. 


MALTA 


Industrial Advisory Committee—As 
a further step to implement the Govern- 
ment’s plan to encourage the establish- 
ment of new industries in Malta, an 
industrial advisory committee has been 
set up. Lord Hives is to be chairman. 
Other members are Mr Thomas Brand, 
Sir George Dowty and Sir George 
Schuster. ‘The committee will try to 
stimulate the interest of outside industrial 
concerns in the island’s potentialities 
and act as a liaison between them and 
the Maltese Government. 


NEW ZEALAND 


New Finance Corporation ? — ‘The 
Government last month announced that 
if it were returned to power at the 
general election due at the end of 
November it intended to establish an 
industrial finance corporation to provide 
medium-term capital for small industries. 
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Production wasn’t in unison 
with sales 


ACCOUNTING PROBLEM FOR OLDHAM BATTERIES LTD 


Oldham’s accounting system didn’t 
show the balance of outstanding orders, 
consequently production planning 
wasn’t in step with sales commitments. 
This, in turn, made future budget cal- 
culations difficult. Could a new system 
be worked out that would give Oldham’s 
the information they needed? 

Like so many firms, big and small, 
faced with this kindof problem they called 
in Burroughs—the experts in accounting 
methods. 

The Burroughs representative and 
Oldham’s accounting staff did work out 
a system. It was based on the famous 
Burroughs Sensimatic machines. So 
effectively did this new system work 
that when the Sensimatic concerned list- 
ed a certain component in the monthly 
requirements column and there was 
no outstanding order to explain it the 
machine was proved right—someone 
had forgotten to place the necessary 





order! Also, as a result of the new 
system, Oldham’s were able to transfer 
the highly experienced staff, who’d 
worked the old system, to more impor- 
tant work, and replace them with un- 
trained seventeen-year-old girls. 


HOW BURROUGHS MIGHT BE ABLE 
TO HELP YOU 


Ask yourself: How many of your staff are 
engaged in figure-work? How long does it 
take to get the figures you want? Are the 
figures always accurate when you get them? 

Burroughs Accounting Machines will do 
all this for you without tying down a lot of 
staff and do it far more speedily and far more 
accurately. Burroughs make machines for 
every size of business and you have every- 
thing to gain by consulting them. 

They will advise against buying a machine 
if they don’t think you need one. Their ad- 
vice, of course, is free. The local Burroughs 
office is in the phone book. Or you can write 
direct to London if you prefer. 


¢urroughs 


The most experienced manufacturers of Adding, Calculating, Accounting, 
Typewriter-Accounting, Statistical and Microfilm Equipment 
BURROUGHS ADDING MACHINE LIMITED, 356-366 OXFORD STREET, LONDON, W.1 
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Surge in Investment Planned—The 
Prime Minister, Mr Holyoake, has esti- 
mated that the country will spend £1,050 
millions on capital development during 
the next four years. Private e. .terprise 
would account for £550 millions of 
this sum, while the Government would 
spend £370 millions and local authorities 
£132 millions. 


Reserves Fall—There has been some 
deterioration in the balance of payments, 
and the fall in external reserves in recent 
months has been rather greater than 
can be attributed to the usual seasonal 
factors. 


Overdraft Rate Up—The overdraft 
charge on post-shipment finance for 
wool exports has been raised from 6 to 
8 per cent. The move is designed to 
discourage a switch by merchants 
hitherto relying for such finance on the 
London market, following the sharp 
increase in advances rates in the United 
Kingdom. 


PORTUGAL 


Escudo Tariff Area ?>—As a prelude 
to participation in the European com- 
mon market or free trade area, the 
Portuguese authorities have been taking 
steps to establish a common market 
within the Portuguese escudo area. 
Tariffs on goods passing between the 
overseas provinces themselves have been 
to a large extent removed or reduced, 
and the authorities are now considering 
the possibilities of abolishing tariffs on 
the movement of goods between the 
Overseas provinces and metropolitan 
Portugal. 


SYRIA 


The Soviet Credit—Under an eco- 
nomic agreement concluded with the 
Soviet Union at the end of October, 
Syria is promised a series of credits for 
development projects. The loans will 
be repayable over a period of twelve 
years and will bear interest at 2} per 
cent. ‘They will be used to cover the 
cost of study and research, and of de- 
livery by Russia to Syria of material, 
equipment and other services. ‘The 
amount that Russia is prepared to make 
available in this way has not been dis- 
closed. According to some accounts 
there is no ceiling, though other reports 
put it at about $100 millions. 

Terms of Repayment—The agreement 
provides that Syria may repay the credits 
either in its own goods or in freely 
convertible currencies in accordance 
with the terms of an agreement to be 
concluded between the Soviet State 
Bank and the Syrian Central Bank. If 
repayment is made in free currencies, 
such currencies will be converted into 
roubles on the basis of the parities in 
relation to the rouble on the day of 


payment. 
YUGOSLAVIA 


More East German Trade—Following 
the Yugoslav decision to grant recog- 
nition to Eastern Germany, a new trade 
agreement has been concluded between 
the two countries. As a result, it is 
expected that trade exchanges will be 
running at a level of $48 mi'lions in 
each direction during the next twelve 
months, a considerable increase over the 
level in previous years. 
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APPOINTMENTS 


Barclays Bank—Fxeter Dist Local Head 
Office: Mr M. Holland-Hibbert to be a 
local director. Manchester Dist Local Head 
Office: Mr R. F. Barclay to be a local 
director. Pall Mall Dist Local Head Office: 
Mr D. C. Quilter to be a local director. 
Peterborough Dist Local Head Office: Mr 
. H. Thornton to be a local director. 
Head Office—Staff Dept: Mr J. A. Marsh 
to be country staff manager on retirement 
of Mr S. Hildred; Advance Dept: Mr 
K. W. Bridgwater, from Birmingham, to 
be a controller of advances (London Dist); 
Inspection Dept: Mr J. L. Hill, from Horse 
Fair, Birmingham, to be an_ inspector. 
London— Anerley: Mr D. W. Smerdon, from 
Hatton Garden, to be manager; Lee Green: 
Mr E. G. Solman, from Woolwich, to be 
manager; Norwood, South: Mr F. D. Ash- 
mole, from Anerley, to be manager on retire- 
ment of Mr L. J. Luther; Wimbledon Park: 
Mr M. H. Hedge, from Charing Cross, to 
be manager on retirement of Mr K. G. 
Tucker. Littleborough: Mr R. Grime, from 
Market St, Crewe, to be manager. Lymm: 
Mr R. Smith, from Warrington, to be 
manager in succession to the late Mr A. 
Moreton. 
Clive Discount Company—Mr C. W. 
Brocklebank, a _ director and managing 
director of the Company, has been appointed 
secretary in succession to Mr D. A. Wighton 
who has left the company’s service. 
Lloyds Bank—Head Office: Mr I. S. Lus- 
combe, from Plymouth, has been appointed 
for special work under the general managers; 
Advance Dept: Mr J. R. Alderson, from 
South Shields, and Mr H. J. Self, from 
Halstead, to be assistant controllers; Chief 
Inspector’s Dept: Mr W. E. Clarke, from 
Cranleigh, Mr P. R. Sykes, from Advance 
Dept, Head Office, and Mr A. P. Teare, 
from Hendon Central, to be inspectors; 
Overseas Dept: Mr D. Alderton to be a 
managers’ assistant in succession to the late 
Mr W. C. Appleby; Mr D. W. Kendrick to 
be principal, Cashiers and Payments Section. 
London—Hendon Central: Mr L. J. Black- 
borow, from Hounslow, to be manager. 
Martins Bank—Blackpool: Mr E. Pickup, 
from Stockport, to be manager; Lytham Rd: 
Mr F. Barton, from St. Annes-on-Sea, to 
be manager. Heaton Chapel: Mr R. Irwin, 
from Fallowfield, to be manager. Liverpool 
—Breck Rd: Mr N. Grimley, from Scotland 
Rd, to be manager; Scotland Rd: Mr J. H. 
Walker, from Myrtle St, to be manager. 
Middlesbrough: Mr J. Milner, from Lin- 
thorpe Rd, to be assistant manager. 
Midland Bank—Head Office, Staff Dept: 
Mr G. E. Jones, from West Bridgford, to 


be a district staff superintendent in suc- 














AND RETIREMENTS 


cession to Mr M. P. Bevan. London— 
Aldersgate St: Mr S. A. Bardwell, from 
Finsbury Park, to be manager in succession 
to Mr A. F. Sibbick; Finsbury Park: Mr 
G. Crowther, from Aldgate, to be manager 
in succession to Mr S. A. Bardwell; Lordship 
Lane: Mr G. S. Sawtell to be manager 
(formerly under same management as South 
Tottenham branch); 79 Piccadilly: Mr A. F. 
Sibbick, from Aldersgate St, to be manager 
on retirement of Mr E. J. Warner. Appleby: 
Mr J. Carr, from Brampton, to be manager 
on retirement of Mr P. F. Slater. Bicester: 
Mr P. K. Hopkin, from Leigh-on-Sea, to 
be manager in succession to Mr G. A. 
Greetham. Birmingham, Six Ways: Mr J. 
Saunt, from Walsall, to be manager on 
retirement of Mr R. Morrison. Boston: 
Mr T. F. Abbott, from Sneinton, to be 
manager in succession to Mr E. W. Godfrey. 
Buckhurst Hill: Mr G. A. Birch, from 
South Yardley, to be manager (formerly 
under same management as_ Loughton 
branch). Coleshill: Mr P. A. T. Pinder, 
from Coventry, to be manager in succession 
to Mr D. C. Hanson. Exeter, Exe Bridge: 
Mr W. R. Fawcett, from Farnham, to be 
manager on retirement of Mr H. E. Row- 
land. 

National Provincial Bank— Sir John Hard- 
ing has been appointed a director. Head 
Office: Mr D. Carlisle to be a controller of 
advances. London—Brixton: Mr R.C. Lane, 
from Reading, to be manager; Chancery 
Lané: Mr R. A. Clack, from Park Lane, to 
be manager in succession to the late Mr 
E. A. Martin; Fulham Rd: Mr W. T. 
Hodson, from St. James’s Sq, to be manager 
on retirement of Mr V.S. Muir; Park Lane: 
Mr K. J. Cruickshank, from Advance Dept, 
Head Office, to be manager. Bournemouth, 
Charminster Rd: Mr R. B. Field, from 
Weymouth, to be manager on retirement of 
Mr F. Wallace. Chepstow: Mr J. B. H. 
Parry, from Mold, to be manager.. Guild- 
ford: Mr W. J. Cruise, from Brixton, to be 
manager on retirement of Mr H. N. Scott. 
Hertford: Mr E. J. Walter, from Hendon, 
to be manager on retirement of Mr B. J. G. 
Billingham. Liverpool, Whitechapel: Mr 
E. H. Jones, from High St, Sheffield, to be 
manager on retirement of Mr W. R. Cock- 
croft. 

Westminster Bank—Head Office: Mr W. 
Davies, from Economic Intelligence Dept, 
to be an inspector of branches; Mr R 
Clark to be principal’s assistant, Economic 
Intelligence Dept. Bognor Regis: Mr B. H. 
Wiiliams, from Oxford, to be manager. 
Chertsey: Mr F. K. Green, from London 
Airport, to be manager on retirement of 
Mr A. E. Jarman. 
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Banking Trends since World War I* 
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254 
254 
257 
258 


301 
348 
537 
560 
615 
614 
643 
652 
637 


608 
666 
894 
1,069 
1,147 
1,165 
1,156 


1,345 
1,474 
1,479 
1,505 





Combined 
Advances’ Ratiot 
{mn % 
833 64 
750 64 
761 67 
808 69 
856 69 
892 70 
928 69 
948 68 
991 69 
963 6S 
919 69 
844 67 
759 66 
753 70 
769 69 
839 68 
865 68 
954 70 
976 71 
991 71 
955 65 
858 59 
797 57 
747 52 
750 46 
768 41 
888 44 
1,107 +6 
1,320 47 
1,440 49 
1,603 52 
1,822 56 
1,838 62 
1,731 62 
1,804 64 
2,019 65 
1,897 62 
1,897 55.7 
1,925 64.0 
1,862 60.1 
1,913 58.5 
1,992 61.4 
1,964 62.0 
1,954 61.8 
1,922 60.5 


* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
+ Ratios to gross deposits, i.e. including items in course of collection. 





Nov 2, Nov 9, Nov 16, Nov 23, 
1957 1957 1957 1957 
{mn {mn {mn {mn 

2.8 — — — 
190.1 201 .7 231.9 197.0 
3,170.0 3,210.0 3,260.0 3,300.0 
1,774.6 1,744.6 2,188.8 2,158.2 
5,137.5 5,680.7 





5,655.2 





National Savings 





(£mns: Receipts into Exchequer reported during period) 


- Savings Total 
Certi- Defence Savings Premium ‘Total Accrued Defence Remain- 
ficates onds Banks Bonds Small Interest Bond ing In- 
(net) (net) (net) (net) Maturity vested* 
1952-53 .. +22.8 -10.7 -131.6 — —119.5 88.3 45.5 6,020.9 
1953-54 +19.0 + 0.3 ~79.3 — — 60.0 88.6  -38.4 6,008.7 
1954-55 +46.0 +51.1 —35.4 —- + 61.7 88.8  -28.8 6,126.2 
1955-56 +19.7  =+21.5 — 80.4 = — 39.2 82.7 -50.8 6,123.6 
1956-57 +72.0 + 3.2 -20.6 -+65.0 +119.5 35.5 -38.9 6,124.0 
1956-57 
September + 8.7 + 0.7 1.6 — 11.0 -1.8 -1.3 6,123 .0 
October... +-20.0 —- 0.8 9.2 — 28.4 1.1 -1.1 6,151.0 
1957-58 
September - 1.3 — 1.4 +. 4.9 6.0 8.2 4.6 -0.4 6,284.0 
October .. — 2.0 — 3.4 7.3 5.2 Fut 4.1 -—0.4 6,295.0 
* After taking account of net pe through the Post Office Savings Bank of Government 


securities other than defence bonds. 


Britain’s Gold and Dollar Reserves 
(Millions of US dollars) 
Net Gold and Dollar 
Surplus (+) or Deficit (—) 


Financed by: 





Years and With 
Quarters EPU* 
1946 .. = —- 
1947 .. ‘a —- 
1948 .. om — 
1949 .. — 

1950 .. . + 14 
1951 .. —112 
1952 .. — 276 
Soee .. .. +113 
1954 .. 1c. + @ 
1955 .. .. —169 
1956 .. — 211 

1956: 

Bk a 

a ~» + 45 

i ae .. —104 

oe sx —105 

1957: 

oe .. + 20 

= « © BZ 
July .. io. 
August — 38 
September — 134 
SEs ws - 193 
October — 130 


With 
Other 


Areas 


— 460 
+433 
+407 
— 406 
— 408 


+187 
+ 54 
~132 
~517 


- 84 
~ 
+ 6 
~ 166 
~ 166 


ee ee 


— 326 


—_——_. 


+ 123 


Net 
Surplus 


or 
Deficit 
— 908 
— 4131 
— 1710 
— 1532 
+ 805 
— 988 
— 736 
+- 546 
+. 492 
— 575 
— 619 


140 
99 
236 

- 622 


- 64 
= 
. 
~ 204 
—~ 300 


~ 519 


a 


‘ 


Ameri- 


can 
Aid 


682 
1196 
762 
199 
428 
307 
152 
114 
66 


17 

9 
23 
17 


13 
4 


1 


-_-— 


8 


9 


—_—-— —-- + 


Special 


Payments 


and 


Creditst 


+1123 
+3513 
+ 805 
+ 168 
+ 45 
— 176 
—- 181 
—- 181 
— 400 
— 181 
+ 566 


—_— 


+ 156 
+ 410 


+ 127 
+ 177 


- 21§ 


—_---—— 


—- 218 


250 


Reserves 
at End 
Change of Period 
in 
Reserves 
+ 220 2696 
— 618 2079 
— 223 1856 
— 168 1688 
+1612 3300 
— 965 2335 
— 489 1846 
+ 672 2518 
4+- 244 2762 
— 642 2120 
+ 13 2133 
+ 157 2277 
+ 108 2385 
- 57 2328 
—~ 195 2133 
+ 76 2209 
+ 172 2381 
- 14 2367 
— 225 2142 
— 292 1850 
— 531 1850 
243 2093 


* Portion of deficit or sanpheen settled in gold (in month following each accounting period). 


+ Payments comprise 


d annual service charges on the US and Canadian loans in each 


December from 1951 to 1955, and capital portion in 1956; also, initial payment of $99 mns 
repayment of $112 mns to IMF in 1954; further $7 mns on 
EPU funding in July, 1956; and $14 mns to IFC in August, 1956. 
on Canadian post-war loan and monthly payments to EPU creditors not deducted. Credits 
comprised $4,909 mns in 1946 from US and Canadian loans; $420 mns from IMF in 1947-49; 
$325 mns from S. African gold loan of 1948; $177 mns from sale of Trinidad oil company 
in September; $30 mns from sale of US Govt bonds in November; $561 mns from IMF 
cGrawing in December, 1956; $59 mns from India’s drawing on IMF in February, $68 mns 


on funding of EPU debt; 


in March, 


$73 mns in June, and $250 mns from Ex-Im in October. 


t Of which $28 mns due to German deposit for arms purchases. 
§ Annual payment to°‘Germany on EPU debt; 


Quarterly instalments 


German deposit of £75 mns for prepay- 


ment of debt to Britain, spread through July, August and September, is not shown as 
special credit. 
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THE BRITISH LINEN BANK 


Statement to Stockholders by the Governor, Lord Airlie 


year ended 30th September, 1957, are 


[vee British Linen Bank’s results for the 
reported. 


In accordance with the precedent established 
last year, The Right Hon. The Earl of Airlie, 
K.T., Governor of the Bank, has circulated 
a Statement with the Accounts, of which the 
following is an extract :— 


Board Changes 


It is a matter of very deep regret to me 
personally, to the Deputy Governor, and to all 
the Directors that our distinguished colleague, 
Sir William Wallace, C.B.E., LL.D., will retire 
from the Board next month under the Bank’s 
age rule. 


To fill the impending vacancy, the Board 
have nominated Mr. James G. S. Gammell, 
M.B.E., C.A., for election as a Director at the 
Annual Court of Proprietors. Mr. Gammell’s 
indication of his willingness to serve in this 
capacity—for which his record eminently 
qualifies him—has given us much pleasure, and 
I am confident that the appointment will duly 
receive the formal approval of the Stockholders. 


Balance Sheet 
Capital and Reserve Fund are unchanged as 
compared with the figures a year ago, and 
there is a small decrease in the balance of 
Profit and Loss Account. 


Notes in Circulation show a rise of some 
£984,000 to over £13,941,000. This increase 
is slightly in excess of that disclosed a year ago, 
and affords evidence, if such be needed, of 
the persistence of the inflationary trend of the 
country’s economy in the period now under 
review. 


Deposits at {77,327,000 have contracted by 
£2,926,000 from last year’s total, and are at 
approximately the same level as two years ago. 
Looking to the heavy competition from outside 
the banking system for money repayable on 
demand or at short notice, a recession in our 
resources would be understandable. In point 
of fact, however, our deposit figures have been 
well maintained on average over the past year, 
and the adverse comparison between last year’s 
total and that now shown is almost entirely 
ascribable to the spot figure a year ago having 
been fortuitously above average, as I indicated 
in my statement at that time. The growth in 
the number of our connections continues, and 
this applies equally to commercial, industrial 
and agricultural accounts as well as to those of 
a professional and personal character. 


I proceed to deal with our Assets. The ratio 
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of liquid items (cash, cheques, money at call, 
and Treasury bills) to the aggregate of deposits 
and note circulation is 32.78 per cent. 


Investments are shown at a book value of 
some £39,586,000 as against £41,384,000 on 
the corresponding date last year. The fall of 
£1,798,000 is principally the counterpart of 
higher advances to customers. Market prices 
of Government stocks are even more depressed 
than a year ago, and in consequence we show 
a somewhat greater difference at this time 
between the book value of our gilt-edged 
holdings and their market value (at 30th 
September last). 


Advances at £23,706,000 are up by almost 
£1} million on last year’s figure. I think it 
right to emphasize that this does not imply any 
relaxation of effort on our part in operating 
the credit squeeze, to which we and the entire 
banking system have now been committed for 
over two years at the behest of the Chancellor 
of the Exchequer. 


Profits 


Net profit for the year at £280,557 again 
shows a downward trend. When the sum of 
£210,234 brought forward from the previous 
year is added to this year’s profit, the amount 
available for distribution is £490,791. Of this, 
£64,688 has already been applied in payment 
of the dividend for the half-year to 31st March 
last at the unchanged rate of 18 per cent. per 
annum less Income Tax, and it is now proposed 
to allocate a like sum towards a distribution at 
the same rate for the latter half of the year, 
after deduction of Income Tax. ‘Transfers as 
before of £85,750 to Staff Pension Fund and 
£75,800 to Contingencies Account leave the 
balance of Profit and Loss Account to be 
carried forward at £200,665, which is £9,569 
less than the amount brought in. Looking to 
all the difficulties with which we, in common 
with the rest of the banking community, have 
again had to contend during the past year, | 
regard these results as very satisfactory, and it 
is gratifying to see up-to-date figures re-affirm 
that, despite all vicissitudes, the intrinsic 
strength of this. old-established institution 
remains unimpaired. 


Staff 


For this happy state of affairs, it is obvious 
that much credit is due to our excellent Staff. 
I would assure all ranks throughout the Bank 
that their constant and highly successful efforts 
to give to our customers a standard of service 
second to none on all counts are recognized 
and most warmly appreciated by the Board of 
Directors. 
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THE COMMERCIAL BANK OF SCOTLAND 





LIMITED 





Proposed Fusion of Interests 





Overall Earnings Maintained 





Subsidiary Companies’ Continued Progress 





Lord Rotherwick’s Statement 





HE Annual General Meeting of Share- 
holders of the Bank will be held in the 
North British Station Hotel, Edinburgh, 
on Thursday, December 19, 1957, at 12 noon. 


The following is the Statement by the 
Governor, Lord Rotherwick of Tylney, which 
has been circulated to Shareholders with the 
Report and Accounts for the year ended 
October 26, 1957: 


I am sure that all shareholders will know of 
the press announcement made on October 29, 
referring to discussions which are now in progress 
with the National Bank of Scotland Limited 
with a view to a possible merger of shareholders’ 
interests. We in this Bank have felt for some 
time that amalgamations between Scottish 
banks are likely to result in a strengthening of 
our banking system and that, while two such 
mergers have taken place in the post-war years, 
there is still room for a further fusion of 
interests. We equally felt that, if possible, 
there should not be any extension of ownership 
of Scottish banks by their English counterparts. 
I am glad to say that the National Bank of 
Scotland and Lloyds Bank (who have virtual 
ownership of the National Bank of Scotland) 
are in agreement with these principles and 
accordingly, if the current discussions achieve 
a positive result, we shall have a combined 
Scottish banking institution in which the Com- 
mercial Bank of Scotland shareholders will 
own the majority of the shares, while Lloyds 
Bank will be the largest minority shareholder 
and be associated with us on that basis. As the 
press notice stated, it will be some time before 
we can make any further announcement or 
formal intimation to shareholders, but we shall 
do so as soon as possible. I can say that our 
talks are proceeding and we hope that terms 
will be mutually agreed in the coming months. 


When I submitted this Statement to you a 
year ago the international vista, as affecting 
Britain, was heavily clouded by the serious 
events then taking place in Egypt, and I indi- 
cated that major economic difficulties could 
develop if the Suez Canal problem continued 


xxx 


for any length of time. The physical part of 
this problem has been overcome—temporarily 
at least—at a high political price and with 
economic consequences which were reflected 
all too clearly in the weakness of sterling and 
in a running down of our gold and dollar 
reserves. 





The War Against Inflation 


On the home front, the war against inflation 
has not yet brought the hoped-for results. The 
restrictive measures imposed in 1955 and 1956 
had some success in retarding the excessive 
growth of consumer demand and restrained the 
speed of investment. In February, 1957, the 
authorities felt able to ease slightly some of the 
credit restrictions and Bank rate was lowered 
from 53% to 5%. Unfortunately the cumu- 
lative effect of a long series of wage and salary 
increases without a corresponding increase in 
production or effort swamped the benefits of 
credit restraint, and our costs, particularly the 
cost of living, inevitably advanced at a speed in 
excess of most of our international trade com- 
petitars. In the financial world the conse- 
quences of such a trend are simple and inevit- 
able. Our currency becomes unpopulir and 
we experience, as in recent months, a violent 
flight from the pound. The action of. the 
authorities in raising the Bank rate to 7°% 
proved immediately effective and, for the time 
being, the movement is reversed. Whether 
we recover the reserves lost in recent months 
may depend primarily on the settlements of 
wage and salary claims now pending. 


In this battle against inflation, the bankers’ 
section of the front has been well maintained 
in spite of increasing pressure. Compared 
with 1955 there is no significant change in the 
level of Bank Deposits and Bank Advances, 
although the Note Circulation is some 10° 
higher. These figures demonstrate that the 
supply of money arising in and flowing from 
the banking system has been well held, whereas 
the volume of cash in circulation has reflected 
the inflationary element in the economy. 




















Following the latest increase in the Bank 
rate, the Chancellor of the Exchequer requested 
the banks to maintain their average advances 
for the year to September, 1958, at the same 
level as in the previous year. We shall do our 
best to achieve this desired result, but no action 
which we take can guarantee success. The 
majority of our business customers have credit 
lines from us with an agreed limit, but the 
extent to which these facilities are used from 
month to month is virtually outwith our con- 
trol, and indeed the average amount taken is 
determined not by us but by our customers 
who have such limits. 


The Bank’s Experience 


May I now say something of the experience 
of this Bank during a year when the climate has 
only varied slightly between freeze and deep- 
freeze. As I indicated last year, rising interest 
rates do not increase the profits of a bank which 
has a large proportion of its deposits in the 
form of savings and other interest-bearing 
accounts. We tend to lose more on the swings 
than we gain on the roundabouts. During the 
past year there has been one small reduction in 
interest rates and one sizeable increase. Overall, 
our earnings have been about the same as com- 
pared with the previous year, with some slight 
extra benefit from high money market rates on 
our increased deposits. 

Our Subsidiary Companies, which operate in 
the hire-purchase sphere, have experienced a 
year of violent fluctuations in their activities. 
In the early months the severe hire-purchase 
restrictions kept the volume of business at a 
low level, but from the late spring onwards 
when certain permitted terms were eased there 
has been an upsurge of business which still 
continues. As a consequence, the profits have 
been fully maintained. Our subsidiaries now 
operate from 42 branches, of which 36 are in 
England and Wales and 6 are in Scotland. 
You will be interested to know that we are in 
the process of opening an office in Southern 
Rhodesia, and we may follow this with develop- 
ment in other parts of the Commonwealth as 
opportunities arise. 


The Accounts 


I shall now proceed to comment on the 
Annual Accounts accompanying this Statement. 


From the Bank’s Balance Sheet you will 
observe that our Deposits at fully £122 million 
show an increase of almost £4? million. ‘This 
increase is not due to any specially significant 
feature of our business. At the same time, 
considering that the high interest yields from 
other sources, to which I have referred in recent 
Statements, are still available, it may be re- 
garded as satisfactory that the downward trend 
of our Deposits, as shown in the Accounts of 
the two years previous to that under review 
has, at least for the time being, been halted. 


Following the general pattern, to which | 


have already made reference, our Note Circu- 
lation at £20} million shows an increase of 
fully £1 million. 
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Comparison of our Liabilities to the Public 
by way of Deposits and Notes, totalling together 
rather less than £142? million, and our first 
group of Assets, totalling fully £59} million, 
discloses a liquidity ratio of 41.9%, or an in- 
crease on last year’s ratio of approximately 
3.9%. Our Short Money at fully £16 million 
is, with the higher interest rates ruling, finding 
employment more profitable to us on the Money 
Market, as is also our holding of Treasury Bills 
which reappear in the Accounts at the figure of 


£4 million. 


Our Government Investments are reduced by 
fully £4.3 million and are shown at a book 
value of £45.4 million as against a market 
value of just over £,41.7 million. The portfolio 
of these investments continues to comprise 
stocks redeemable at par at fixed dates and the 
average life of the portfolio is approximately 
7 years. In the light of these circumstances, 
and having regard to our high ratio of liquidity, 
it has again not been deemed necessary to write 
down the value of these investments by transfers 
from reserves or contingency accounts. 


Consolidated Balance Sheet 


Turning to the Consolidated Balance Sheet, 
you will see that Advances to the Public at 
£35.7 million have increased by {£2 million. 
While this is a reversal of the trend of the two 
previous years, it must not be taken as an 
indication that we have not loyally adhered to 
our undertakings to the Chancellor of the 
Exchequer in relation to credit restriction. 
Indeed our observance of these has been in the 
process somewhat painful to the management 
in that many proposals for fresh and increased 
advances, which under normal conditions would 
have been readily granted, have been turned 
down. Considering the fairly general increased 
needs of customers for ordinary trading pur- 
poses, a greater increase in advances would not 
have been surprising. 

The progress of our Subsidiary Companies 
is reflected in the amount now outstanding on 
hire-purchase contracts which at yee million 
shows an increase of almost {4.5 million over 
the previous year’s figure. In common with 
other companies in this field, our subsidiaries 
have relied increasingly on outside deposits to 
finance their business. ‘These funds would in 
any event have been employed outwith the 
banking system. 


Consolidated Profit and Loss Account 


The Consolidated Profit and Loss Account 
shows a Net Profit, after Tax, of £495,317, an 
increase of £7,162 compared with last year, and 
I have already mentioned certain factors having 
a bearing on this result. Out of this Profit, the 
Directors have appropriated {£125,000 to Con- 
tingency Account and £100,000 to the Officers’ 
Pension Fund, and have again contributed 
£10,000 to the Widows’ and Orphans’ Fund. 
They now propose that the final dividend to 
‘‘ A’ Shareholders should be repeated at 6% 
(making 11% for the year). The final dividend 
on the “‘ B”’ Shares is at the rate of 5 % (making 
10% for the year). Subject to approval of these 

















recommendations, the amount carried forward 
on the Consolidated Profit and Loss Account 
will be increased from £140,273 to £150,465. 


Investment Department 


Last year I referred to the setting up of our 
new Investment Department and I am happy 
to inform shareholders that this extension to 
the services offered by the Bank has already 
justified our initiative. We have had many 
enquiries indicative of the desire on the part of 
members of the public and trustees administer- 
ing funds to avail themselves of the expert 
advice and management service which we are 
in a position to afford them, and it is satis- 
factory that these enquiries have resulted in our 
now handling portfolios totalling a substantial 
sum. The indications are that we may look for 
sizeable additions in the near future and that 
there may be a steady flow of business to this 
department. 


Another side of our business in which pro- 
gress is shown is that of our Trustee Depart- 
ment, where the inflow and turnover continues 
in increasing volume. The establishment in 
September, 1955, of a branch of that depart- 
ment at our London Chief Office, chiefly to 
meet the requirements of customers there and 
of estates subject to English Law, has had 
encouraging results. ‘There is ample evidence 
both in Scotland and in the South of the 
growing awareness of customers of the advan- 
tages attached to the appointment of the Bank 





BY APPOINTMENT 
TO HER MAJESTY THE QUEEN 
State EXPRESS 
CIGARETTE MANUFACTURERS 
AP OATH TOBACCO CO LTD 


CABINET 


ENGLISH PEWTER TANKARDS 
Made in Sheffield in hammered finish, with 
the traditional glass base, and containing 
an airtight tin of 

50 Stute Exp-ess 555 cigarettes 
} Pint Tankard—29/- 


1 Pint Tankard —38/- 





PRESENTATION 
I 


Styled in the tradi- 
tional State Express 555 manner, 
this cabinet in primrose and gold 





as trustee and of a readiness to arrange accord- 
ingly, which speaks well for future development. 


For yet another year the affairs of the Bank 
have been steered to successful conclusion, and 
the Shareholders would, I am sure, wish me to 
express to the Officials and Staff of the Bank 
and its Subsidiary Companies warm apprecia- 
tion of their loyal and energetic services. This 
I do with the greatest pleasure. 


Directorate 


It is proposed that I be re-elected Governor; 
that Lord Saltoun be _ re-elected Deputy 
Governor, and that the Extraordinary Directors, 
whose names appear on the list, be re-elected. 


It is also proposed that Mr. Noel Graham 
Salvesen, the Ordinary Director who by rota- 
tion retires at this time, be re-elected an 
Ordinary Director of the Bank. 


The Directors learned with deep regret of 
the death in June last of Mr. Maurice Crichton, 
C.A., who had been an Auditor of the Bank 
since 1947, and they record their high appre- 
ciation of his services. ‘To fill the casual 
vacancy the Board appointed Mr. Robert S. 
Hunter, B.A.(Cantab.), C.A., Glasgow, to be 
one of the Auditors of the Bank. 

Mr. Ronald J. Henderson, C.A., Edinburgh, 
and Mr. Robert S. Hunter, C.A., Glasgow, 
the Auditors, will under the provisions of the 
Companies Act, 1948, continue in office, and 
a resolution will be proposed fixing their 
remuneration. 





You build goodwill when you give 


QTATE EXPRESS 555 
She Best Cigarettes in the Wold 


State Express 555 at Christmas are a tradition—no gift can 
convey a greater compliment, nor carry greater prestige. 
Available in a number of Presentation Packings, your usual 
tobacconist will’ be happy to supply your requirements. 








contains 150 State Express 555, Brochure 
3 Similar cabinets also availabie con- in colour 
taining 200, 250 or 500 State Express 555 available 
cigarettes, Prices on application on request: 





The House of STATE EXPRESS. 210 PICCADILLY. LONDON. W.1. 
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ROLLS-ROYCE 


PROP-JET or TURBO JET 
ENGINES 
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Is A COMPLETE LIBRARY ON 
BANKS, BROKERS, LIFE INSURANCE COMPANIES 


and other financial services. 
Order your DIRECTORY today. You may need it tomorrow. 


Five-Year Contract: $25.00 a copy Single Issue: $37.50 a copy 


R. “Ui ctshove & CO. 


Nashville 3, Tennessee 











This is the buoy for ‘“ Shoals 

ahead ” and the flag for “‘ I require 

assistance.’ It is an apt illustration 

of the predicament confronting the 

banker asked to advise on a 

bequest for seamen’s welfare. There 
are shoals of excellent societies to choose from; he needs help. A legacy to 
King George’s Fund for Sailors solves the problem admirably. More than 
120 welfare and benevolent societies covering the Royal Navy, Merchant 
Navy and Fishing Fleets are financed wholly or partly by this central fund 
for all sea services. Will you please advise your clients accordingly ? 


King George’s Fund for Sailors 


1 Chesham Street, London, S.W.1 SLOane 0331 (5 lines) 
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} / 
a ertral fevprcer 
\ 
Authorized Foreign Exchange Bank 


The 


OK ATI 


Head Office: NAGOYA, Japan Bank, Ltd. 


AM -dolalcil toma [okeloh Zeke) OZ MM Ae) celslolilo MM Ol to] fo Ge) ol Mol ale Molisl 1, 
major cities throughout Japan 


Relate helm 4-1 ola +1 -allohihA-me @halla 5 
107, Old Broad Street, London, E. C. 2. 
New York Representative Office: 
Singer Bldg., 149, Broadway, New York 6 
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How to get something 
extra special out of Life 


What the London Assurance has to offer 
is exclusively for you, 23 a Bank em- 
ployee. For many of you, our Life En- 
dowment policy is already proving to be 
one of the most attractive ways of sav- 
ing there are. And now, for a slightly 
increased premium, there’s an added 
attraction given to this versatile policy. 

We’ve put in a further clause that 
stipulates (and it deserves a blacker 
type): should any member of a Bank 
staff be forced into an early retirement 


THE LONDON ASSURANCE 


1 KING WILLIAM STREET, LONDON, E.C.4 




















because of ill-health, then all further 
premiums due on his policy will be 
waived by the London Assurance. 

Remembering that there are special 
terms available for you all, and that the 
policy can be used for many different 
purposes already, from house-buying 
to school fees, this extra something 
now makes our Life Endowment policy 
something really extra special for 
banking people—and a better invest- 
ment than ever. 
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Balanced judgment 


try to provide such information, 
and our network of over 1,000 


objective as possible. 


Main London Office: 29,Theadneedle Street, E.C.2 


D. J. M. Frazer: Manager 
(Incorporated in Australia with Limited Liability) 


...- ALL OVER AUSTRALIA AND NEW ZEALAND 


The first step towards the attainment 
of a balanced judgment is the accurate 
analysis of all available information. 
In any banking transaction affecting 
Australia or New Zealand we will 


drawing upon our 140 years’ experience 


branches to make it as reliable and 
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4 Copthall Court, 





World-wide 
Banking 
Services 


Head Office : Osaka, Japan 
137 Branches 
throughout Japan 
New York Agency 
Karachi Representative 


THE SUMITOMO BANK, LTD. 


(Incorporated in Japan) 
LONDON BRANCH 
London, £.C.2, England 



























GUARDIAN 


ASSURANCE COMPANY 
LIMITED 


(Established 1821) 


Attractive terms for 
all classes of Life Assurance 


and Pensions. 


dead Office: 
68 King William St., London, E.C.4 
Telephone Number: MINcing Lane 2555 










































ISRAEL DISCOUNT BANK 
LIMITED 


Head Office: 
27-29 Yehuda Halevy Street 
Tel-Aviv 


Complete Banking Service 


Consolidated Assets exceed IL 140,000,000 











































THIS MODERN AGE 


The Royal Bank of Scotland is equipped to meet the Banking 
requirements of THIS MODERN AGE 


THE ROYAL BANK OF SCOTLAND 


Incorporated by Royal Charter 1727 
Head Office: ST. ANDREW SQUARE, EDINBURGH 


Chief London City Office: 3 Bishopsgate, E.C.2 















THE CHARTERED 
INSTITUTE 
OF SECRETARIES. 


Directors requiring the services 
of CHARTERED SECRETARIES 
for secretarial and other execu- |) 
tive appointments are invited to 
communicate with the Secre- 
tary of the Institute at Dept. 


Where there's a 
will there's a way 
to help a child 

| like this 


When advising on wills and bequests, don’t 

forget the N.S.P.C.C. and coud never-ending 
st le against cruelty and neglect. 

B, 14 NEW. BRIDGE ST., — 4 . 

LONDON, E.C.4 | N.S.P.C.C€C 








| VICTORY HOUSE, LEICESTER SQ., LONDON, W.C.2 








The Banker 


is obtainable from booksellers or newsagents, or from 
The Publisher, 72 Coleman Street, London, E.C.2, 
for 36/- per year, including postage. Trial subscriptioa 
18/- for 6 months, including postage. 

Overseas subscription 34/6d. per year, including postage. 
Trial subscription 17/3d. for six months, including postage. 
* Special rate for students on application. 





For the convenience of overseas readers, 
subscriptions can be paid in local currency 
to any of the following addresses: 


U.S.A. British Publications Inc., 30 East 60th Street, New York 22. 

Canada Wm. Dawson & Sons Ltd., 587 Mount Pleasant Road, Toronto 12. 
France. THE BANKER, 20 Place Vendéme, Paris. 

Germany. THE BANKER, Siebengeoirg-strasse 5, Bonn. 

Belyium. W.H. Smith & Son Ltd.. 71/75 Boulevard Adolphe Max, Brussels. 
Switzerland. Azed A.G., Dornacher-strasse 62, Basle. 





Italy. 
Greece. 
Brazil. 











If any difficulty is experienced please notify The Publisher, 72 Coleman St., London E.C.2. 


Messaggerie Italiane S.p.A.. 52 Via P. Lomazzo, Milan. 
International Book and News Agency, 17 Amerikis Str., Athens. 
R. B. Turnbull Ltda., Praca da Republica 148, Sao Paulo. 


Or from Newsagents in all countries. 
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Before seizing the 


OPPORTUNITY 


of buying a pension within the scope of the concessions allowed 
by the Finance Act, 1956 


Professional men n and Company Directors 
INVESTMENT TRUST 
| ' RETIREMENT ANNUITY 
This is an entirely new form of. annuity under which both premium and 
annuity depend on the price of Investment-Trust-Units at the time of payment. 
The annuity is based on the same underlying principles as those adopted by 
@ iarge American educational retirement fund where no less than nine-tenths 
oF apestighinere Sing heme OPE ee ee 
Issued by the | 3 
LONDON AND MANCHESTER. 


ASSURANCE COMPANY LIMITED 
Finsbury Square, London, E.C.2 


























CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 


BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 


Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 





CAPITAL FULLY PAID 
RESERVES (Banking Department) Rials 586,500,000 . 





Governor and Chairman of Executive Board: i. E. EBRAHIM KASHANI 


Head Office: TEHRAN, IRAN 
Over 190 Branches and Agencies throughout Iran 


New York Representative: One Wall Sireet, New <n Re, 


The Beak, through its 


Sino decks wlth every 
ADMINISTERS NATIONAL SAVINGS 
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Rials — 2,000,000,000 








An investment 
that does not 
fallin value Sosa oeo 


in peace of mind. You need not fear the 
hazards of the market. | 

For every pound you pay in you are 
assured of receiving a full twenty shillings 
when you ask for it. There are no stamp 
duties or other charges. 

Cail or write for full details to Burnley, 
Lancs, or 110 High Holborn, London WC: | 


BURNLEY BUILDING SOCIETY 
Assets exceed Fifty Million Pounds 


BD erure OF THE BUILDING SOCIETIES ASSOCIATION 


COLOMBIA 
MEANS BUSINESS 


LET US HELP YOU INCREASE YOURS 


Opportunities in Colombia for European business are increasing every Trade 
connections are becoming more profitable. With an eye on your Benuit . future 
there, why not let us assist you with your,collections and inwal of credit? 


Whatever your req sg ony plese meta: marty wa dhe ey 
facility of banking. More and more progressive European banks and business firms 
are making use of our extensive organization established for over 40 years. 


We invite your enquiries 


BANCO COMERCIAL ANTIOQUENO 
Established 1912 
Cable address for all offices—Bancoquia 
CAPITAL PAID-UP: $27,715,000 — Besse Colombian 
OTHER RESERVES: $6195.00 — Pence Colomblen 
‘General Manager: Antonio Derka 


‘ Head Office : MEDELLIN, COLOMBIA, SOUTH AMERICA. - 
Poet Ae Armenia (C), wee Cane Barranquilla “e 
Moatens, Neiva, Palnaira, as sire Poerto vestio, Sen Gil, Sense 

New York Representative—Henry Ludeke, 40 Exchange Place, New York 5, N. Y. 
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